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From  Southeast  Asia  to 
Southeast  Europe 

idonesian  Relations  with  Southeast  Europe: 

ridging  the  Distance  and  Overcoming  Misperceptions 

]ovan  Jovanovic 

Indonesia's  relations  with  Southeast  European  (SEE)  countries  are  marred 
with  scarce  and  distorted  knowledge  about  tlie  depth  and  breadth  of  develop- 
ments that  have  occurred  in  the  first  decade  of  the  21"'  century  on  "both  sides 
of  the  isle".  Taking  into  account  a  significant  potential  for  mutually  beneficial 
relations,  there  is  a  need  for  dismantling  such  misperceptions  and  prejudices, 
and  basing  relations  on  healthy  foundations  of  genuine  interests,  'fhe  eco- 
nomic recovery  in  SEE,  as  well  as  Indonesia's  sound  economy,  provide  the 
best  ground  for  improving  relations  between  these  two  parts  of  the  world. 
■  On  the  one  hand,  Indonesia  can  use  SEE,  with  its  strategic  location,  as  a  gate- 
way to  a  450  million  consumer  EU  market.  On  the  other  hand,  SEE  countries 
should  start  looking  at  Indonesia  as  an  attractive  investment  environment 
that  could  also  serve  as  a  springboard  to  the  whole  of  Southeast  Asia,  if  not 
broader.  The  first  encouraging  signs  of  rapprochement,  such  as  recent  open- 
ing of  Indonesia's  embassies  in  Bosnia  and  Herzegovina  and  Croatia,  as  well 
as  the  increased  frequency  of  high-level  official  and  business  motivated  visits, 
are  visible,  but  there  is  still  a  long  way  to  go  before  the  full  potential  of  the 
relatiKw  reached. 
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rivate  Military  and  Security  Corporations  in  the  Philippines: 
owards  a  Comprehensive  Security  Sector  Reform  Program 

Katherine  Marie  G.  Hernandez 

This  is  a  case  study  of  Private  Military  and  Security  Corporations  (PMSCs) 
in  the  Philippines,  a  group  of  Philippine  security  sector  actors,  it  examines 
their  activities  and  the  extent  to  which  municipal  law  seeks  lo  regu  ale  liem. 
In  particular,  the  study  identifies  the  kinds  of  PMSCs  operating  m  the  I  h.  p- 
pines  and  reviews  the  laws  relating  to  their  operations.  Bn^'cally-  >l  «  K"^^ 
that  while  there  are  existing  laws  pertinent  to  PMSCs  and  Ihc.r  v  -ts  m 
the  Philippines,  these  laws  are  inadequate  for  their  effective  '^^^^^^J^  ^ 
study  sought  to  identify  the  gaps  in  these  laws  and  make 
to  address  these  gaps  effectively  Lastly,  il  provides  some  lessons  for  otiur 
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Southeast  Asian  countries  towards  improving  the  governance  of  their  own 
security  sector.  When  done  properly,  security  sector  reform  helps  in  building 
a  country's  capacity  for  good  democratic  governance. 

Keywords:  private  military  and  security  companies,  local  security  forces,  security  sec- 
tor governance,  security  sector  reform 


Caught  Between  the  Dragon  and  the  Eagle: 
The  Limits  of  ASEAN's  Hedging  Strategy 

Michael  Sianipar 

The  evolution  of  U.S.-China  relations  in  the  Asia-Pacific  region  has  put  the 
Southeast  Asian  states  circle,  known  formaEy  as  the  Association  of  Southeast 
Asian  Nations  (ASEAN),  in  a  particularly  comphcated  situation  as  it  adapts 
to  the  new  order  of  regional  superpower  relations.  On  the  one  hand,  China 
has  been  able  to  assuage  ASEAN's  fears  by  launching  a  "charm  offensive" 
and  soft-power  diplomacy  equipped  with  economic  incentives  centered  on 
lucrative  trade  opportunities.  On  the  other  hand,  the  states  in  the  region  real- 
ize that  as  China  grows  it  inevitably  needs  more  space  in  the  region,  as  the 
Spratly  case  demonstrates.  ASEAN  states  in  turn  look  to  the  U.S.  as  a  reli- 
able offshore  balancer  that  would  constantly  check  China's  rising  influence. 
ASEAN  has  formulated  its  own  strategies  to  incorporate  regional  powers 
into  instihitions  where  ASEAN  norms  are  voiced.  Noneflieless,  as  the  weaker 
power,  ASEAN's  role  is  liinited,  with  its  flexibility  constrained  by  the  interests 
of  flie  superpowers.  ASEAN  norms  also  lack  originality  and  binding  power. 
It  is  imperative  tiiat  ASEAN  takes  a  stronger  stance  and  build  cohesiveness 
within  the  institution  to  enhance  its  collective  power.  ASEAN  should  work  on 
internal  confidence  building  and  rely  less  on  outside  powers  when  it  faces  the 
rising  challenges  in  its  own  backyard. 

Keywords:  ASEAN,  Rise  of  China,  Spratly  Islands,  South  China  Sea 


Food  Security 

Food  Security  vs.  Food  Self-Sufficiency: 
The  Indonesian  Case 

Peter  Warr  56-71 

Food  security  is  an  important  social  objective  and  relying  on  international 
food  markets  to  meet  the  needs  of  Indonesia's  growing  population  is  pre- 
carious. The  policy  of  restricting  food  imports  through  tariffs  or  quantitative 
restrictions  promotes  the  goal  of  food  self-sufficiency,  but  does  so  at  tlie  cost 
of  reducing  the  food  security  of  the  most  vulnerable  people  -  the  poorest  net 
consumers  of  rice.  These  policies  reduce  imports  tlirough  tlie  mechanism  of 
raising  the  domestic  price.  The  poorest  consumers  bear  the  greatest  burden 
from  this  policy  because  they  are  the  people  for  whom  expenditures  on  food 
form  the  largest  proportion  of  their  household  budgets.  A  preferable  strategy 
for  raising  self-sufficiency  is  to  promote  improved  agricultural  productivity. 
This  reduces  imports  by  raising  agricultural  output  but  does  so  without  rais- 
ing the  domestic  price  of  food  and  so  without  creating  a  conflict  between  the 
goals  of  higher  levels  of  self-sufficiency  on  the  one  hand  and  food  security  and 
poverty  reduction  on  the  other.  Unfortunately,  Indonesia's  commitment  to 
raising  agricultural  productivity  has  seemingly  waned.  Finally,  Indoiiesia  has 
already  demonstrated  that  practical  mechanisms  can  be  designed  for  shield- 
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ing  poor  consumers  from  price  increases  that  would  otherwise  be  harmful,  by 
designing  systems  of  cash  transfers. 

Key  words:  Food  security,  poverty  incidence.,  rice  policy 

Questioning  Political  Will  on  Food  Security  in  Indonesia: 
IRice  Policy  Development  Review 

Fajar  B.  Hirawan  and  Widdi  Mugijayani  72-92 

In  recent  years,  issues  on  global  food  supply,  fuel  crisis,  and  climate  change 
have  become  central  in  sustaining  global  food  security.  Indonesia  as  one  of 
major  commodity  exporters  in  the  world,  made  an  astonishing  progress  in 
enhancing  food  availability  in  Indonesia  as  a  result  of  rice  self-sufficiency 
achievement  in  1984.  After  experiencing  a  remarkable  progress  in  food  se- 
curity, Indonesia  experienced  the  worst  food  crisis  in  history  of  Indonesia's 
economic  development,  specifically  in  1997/1998  and  2008.  Then,  at  the  begin- 
P  ning  of  2011,  again,  Indonesia  was  fadng  unusual  increase  in  food  prices  in 
the  midst  of  rising  global  food  prices.  From  those  phenomena,  this  paper  tries 
to  identify  government's  role  and  strategic  actions  in  solving  food  problems  in 
Indonesia  and  to  provide  policy  development  review,  especially  on  rice  com- 
modity. This  paper  focuses  on  government's  programs  and  policies  as  well  as 
responses  to  overcome  food  price  increases  and  food  shortages.  We  conclude 
that  the  government  is  still  lacking  a  strong  will  to  maintain  food  security  in 
Indonesia.  ^ 

Keywords:  Indonesia,  food  security,  government  policies,  rice 
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Indonesian  Relations  with  Southeast  Europe: 
Bridging  the  Distance  and  Overcoming 

Misperceptions 

Jovan  Jovanovic 


Introduction 

Even  those  well-versed  in  international  affairs  from  both  "sides  of  the 
aisle"  have  scarce  knowledge  of  the  level  of  development  that  their 
counterparts,  on  the  other  side  of  the  world,  have  been  experiencing  in 
the  last  decade.  The  prime  reason  might  not  be  remoteness,  but  rather 
mental  distance  and  mmierous  misperceptions.  On  the  one  hand,  in 
Indonesia,  Southeast  Europe  is,  still  poorly  known,  a  euphemism  for 
the  Balkans,  behind  which  this  conflict-ridden  region  can  be  hidden, 
or  simply  a  part  of  a  broader  Eastern  Europe.  The  region  is  still  associ- 
ated with  instability,  eternal  divisions,  bloody  civil  wars,  and,  to  some 
extent,  a  socialist  legacy.  In  Indonesia,  there  is  also  a  waning  positive 
sentiment  towards  the  ex- Yugoslavia  and  its  President  Tito's  role  in  the 
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Non-Alignment  Movement  (NAM).  However,  younger  generations 
are,  understandably,  deprived  of  such  feelings,  and  need  to  be  better 
(re)introduced  to  numerous  countries  of  the  region. 

On  the  other  hand,  in  Southeast  Europe,  besides  an  incorrect  per- 
ception of  the  size  of  Indonesia  and  its  growing  importance,  the  coun- 
try is  seen  as  not  much  more  than  a  poor,  distant,  unfortimate  land, 
often  hit  by  catastrophic  natural  disasters,  and  terrorist  attacks,  one 
should  definitely  stay  away  from.  Taking  into  account  a  significant  po- 
tential for  mutuaUy  beneficial  relations,  there  is  a  need  for  dismantling 
such  misperceptions  and  prejudices,  and  basing  relations  on  healthy 
foundations  of  genuine  interests,  not  ideology,  as  was  often  the  case  in 
the  past. 

What  is  at  stake? 

Thanks  to  impressive  economic  growth,  which  has  not  been  seriously 
affected  even  by  the  global  economic  crisis,  Indonesia  has  a  clear  eco- 
nomic interest  and  potential  to  penetrate  other  markets  in  the  world, 
including  that  of  Southeast  Europe.  This  is  a  market  of  60  million  peo- 
ple which  is  already  a  part  of  the  European  Union  (EU)  or  will  join  it 
in  the  coming  years.  Due  to  this  imique  position,  the  region  can  act  as 
a  springboard  to  the  more  developed  cotintries  of  the  EU.  Thus,  South- 
east Europe  can  play  an  important  role  in  bringing  Indonesia  economi- 
cally closer  to  the  EU  market  comprised  of  more  than  450  million  po- 
tential consumers. 

However,  this  is  just  one  of  the  aspects  Indonesia  can  benefit  from. 
Indonesia  can  also  apply  some  of  the  best  practice  policies  that  have 
proven  successful  in  SEE.  One  such  area  is  the  way  small  and  medi- 
um enterprises  (SMEs)  are  supported.  It  is  needless  to  emphasize  the 
importance  of  SMEs  for  economic  growth,  particularly  in  developing 
countries.  The  success  of  such  programs  in  SEE  was  recently  confirmed 
at  the  "G-20  SME  Finance  Challenge"  where  the  European  Fund  of 
Southeast  Europe  (EFSE)  was  selected  as  one  of  the  best  Public-Private 
Partnership  (PPP)  models  for  financing  SMEs  in  the  world.'  This  is 


"G-20  Initiative  Honours  European  Fund  of  Southeast  Europe  as  one  of  the  Best  PPP  Models 
for  SME  Finance  in  the  World,"  accessed  November  11,  2010  ,  htlp://www.newswire.ca/en/re- 
leases/a  rch  1  ve/No  vem  ber201 0/0 1  /c7808.  html. 
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just  one  of  the  programs  whose  lessons  could  be  shared  and  applied 
in  hidonesia. 

Indonesia  could  also  benefit  from  the  SEE's  experiences  with  in- 
stitution building  during  its  European  integration  process,  i.e.  in  deve- 
loping adequate  legislative,  regulatory  and  supervisory  frameworks  as 
well  as  strengthening  judiciary  sector  equipping  it  with  the  necessary 
authority  to  enforce  adopted  regulation,  even  where  strong  vested  in- 
terests are  involved.  Such  policies,  particularly  in  creating  an  enabling 
environment  for  business  (for  example  in  the  fields  of  competition  law 
and  policy,  commercial  law,  corporate  governance,  insolvency  regimes 
and  dispute  resolution  mechanisms)  have  proven  to  be  a  major  factor 
in  fostering  economic  growth  in  the  region. 

At  the  same  time,  many  analysts  and  poUcy  makers  have  been 
drawing  parallels  between  the  EU  and  ASEAN,  Indonesia  being  the 
most  important  member  and  host  of  its  general  secretariat.  However, 
ASEAN's  model  resembles  much  more  that  of  the  Regional  Coopera- 
tion Council,  based  in  the  Bosnian  capital  Sarajevo,  formerly  the  Sta- 
bility Pact  for  Southeast  Europe,  which  gathers  Southeast  European 
countries  and  encourages  cooperation  among  its  members  in  different 
areas.  The  RCC  puts  an  emphasis  on  a  common  regional  approach  to 
economic  and  social  development,  infrastructure  and  energy,  justice 
and  home  affairs,  security  cooperation,  and  building  himian  capital. 
Both  groupings  are  based  on  the  same  principles:  pragmatism,  flexibi- 
hty  and  mutual  appeasement  regarding  many  delicate  issues  and  com- 
plexities in  the  region.  Similarly  to  ASEAN,  the  RCC  members  "have 
kept  the  spirit  of  cooperation  and  necessity  to  abide  by  the  principles 
of  mutual  openness,  coexistence  and  dialogue"  even  in  the  face  of  for- 
midable obstacles  and  differences.  Many  countries  of  the  region,  just 
as  the  ASEAN  countries,  also  enjoy  a  free  trade  regime.^  Having  all  of 
the  aforementioned  in  mind,  there  is  a  huge  potential  for  exchanging 
experiences  between  the  two  regional  groupings. 

Simultaneously,  for  the  Southeast  European  countries,  particularly 
after  Indonesia  reached  a  $3,000  per  capita  marF,  it  should  cease  being 


2  Regional  Cooperation  Council's  Annual  Report  2009-2010,  accessed  November  6,  2010,  http:// 

www.rcc.inl/admin/fiIes/docs/reports/RCC-Annual-Report-2009-2010-text.pdf. 
'  "Indonesian  economy  w  ith  a  US$3,000  per  capita  GDP,"  77ic  lakiv  ta  Post,  October  20,  2010 
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seen  as  simply  an  origin  of  resources,  but  rather  become  an  attractive 
240  million  people  market.  This  market  could  also  serve  as  a  gateway 
to  the  600  million  consumers  of  ASEAN,  and  even  China,  having  in 
mind  the  free  trade  agreements  the  biggest  country  in  the  world  has 
started  developing  with  Southeast  Asia.  Indonesia  is  currently  China's 
third-largest  trade  partner,  and  foreign  investment  to  the  archipelago 
has  more  than  tripled  since  2004.^ 

It  should  also  not  be  forgotten  that  for  a  majority  of  SEE  coimtries 
the  diplomatic  presence  in  Jakarta  is  then  definitely  the  most  impor- 
tant, if  not  the  only  one  present,  in  Southeast  Asia,  and  these  embassies 
cover,  on  a  non-residential  basis,  several  other  countries  in  the  region. 

Cold,  Hot  and  Lukewarm  War:  Relations  between  1945-1990 

The  Cold  War  and  the  bipolar  structure  of  the  international  system 
after  the  WWII  deeply  affected  relations  between  the  newly  born 
Indonesia,  and  the  then  four  countries  of  Southeast  Europe  (Albania, 
Bulgaria,  Romania  and  Yugoslavia),  all  of  them  communist,  but  with 
different  shades  of  red.  While  Enver  Hoxha's  Albania  opted  for  self- 
isolation  and  close  relations  only  with  distant  China,  having  diplo- 
matic relations  with  a  few  Asian  countries  (Indonesia  not  among  them), 
Tito's  Yugoslavia  resisted  the  Soviet  Union's  pressure  to  join  its  block 
and  assumed  an  independent  foreign  policy  actively  participating  in 
the  Non-Alignment  Movement.  On  the  other  hand,  after  World  War 
II  Bulgaria  and  Romania  joined  the  Soviet  bloc,  with  Romania  trying 
to  follow  in  Yugoslavia's  steps  from  the  second  half  of  1960s  onwards, 
but  with  a  close  eye  on  the  direction  of  Soviet  foreign  policy  However, 
dspite  these  differences,  the  foreign  policies  of  these  coimtries,  in- 
cluding those  towards  Indonesia,  were  mainly  ideologically,  not  prac- 
tically, driven. 

At  the  same  time,  it  was  not  only  the  SEE  countries  whose  policies 
were  ideologically  driven.  Indonesia's  behavior  in  the  international 
arena  was  also  ideologically  motivated,  but  had  a  different,  unique 
color.  Her  foreign  policy  was  more  internally  than  externally  driven, 
having  in  its  foundation  a  distinctive  ideology,  born  out  of  the  coun- 


"The  BRIC  Debate:  Drop  Russia,  Add  Indonesia?"  Business  Week,  accessed.  November  19,  2010, 
http://www.businessweek.com/magazine/content/10_48/b4205021134076.htm. 
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try's  experiences  during  its  war  for  independence.  This  ideology  was 
based  on  self-reliance,  i.e.  non-reliance  on  great  powers,  which  on  the 
international  stage  found  its  perfect  embodiment  in  the  non-alignment 
policy,  providing  maximum  maneuverability.^  The  principles  under- 
lying hidonesia's  foreign  policy  were  first  articulated  in  the  Vice  Presi- 
dent Hatta's  famous  1948  speech  to  the  Central  Indonesian  National 
Committee  titled  "Rowing  Between  Two  Reefs".  The  two  main  pillars 
he  defined  were  anti-colonialism  and  an  independent  and  active  fo- 
reign policy^ 

Diplomatic  relations  between  Indonesia  and  three  SEE  commu- 
nist countries  during  the  Cold  War  can  be  roughly  divided  into  four 
periods.  The  dynamics  of  economic  relations  shared  the  destiny  of  po- 
litical developments. 

1945  -1950:  to  recognize  or  not  to  recognize 

In  this  period,  despite  the  support  that  communist  regimes  had  been 
giving  to  anti-colonial  movements  around  the  world,  SEE  coimtries, 
following  Soviet  leadership,  were  hesitant  to  recognize  the  new  coim- 
try  since  it  was  perceived  as  a  creation  of  local  reactionary  elements 
supported  by  neo-colonial,  imperialist  countries.  At  the  same  time,  the 
main  goal  of  Indonesian  foreign  policy  was  to  become  a  UN  member, 
for  which  Soviet  Union  support  was  indispensable.  ^  In  trying  to  se- 
cure that  goal,  in  line  with  the  foreign  policy  principle  of  not  relying 
on  either  great  power,  Indonesia  tried  to  play  on  the  American-Soviet 
rivalry  to  achieve  its  own  goals  and  not  commit  to  entering  into  ci- 
ther's zone  of  influence.  Indonesia  finally  succeeded  in  these  "rowing 
between  two  reefs"  efforts,  and  joined  the  UN  in  September  1950. 

From  1950  till  1965:  fighting  for  the  heart  of  Indonesia 

The  arrival  of  communist  China  to  the  world  stage  in  late  1949  sub- 
stantially changed  the  international  landscape.  Tliis  event  ushered  in 


'  R.  Eliza  Gheorghe,  The  Evolution  of  Romanian-Indonesian  Relations  from  the  Cold  War  to 
Present  Day,  unpublished  paper. 

Matthew  Omolensky,  "Indonesia  Between  the  Reefs,"  accessed  October  27,  2010,  http://specta- 
tor.org/archives/2010/04/21/indonesia-between-tlie-reefs. 
'  Omolensky,  "Indonesia  Between  the  Reefs." 
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a  new  period,  affecting  also  the  foreign  policy  of  the  Soviet  bloc.  Real- 
izing that  the  new  communist  regime  in  Beijing  would  seek  to  assume 
a  leading  role  on  strategic  matters  in  Southeast  Asia,  Stalin  radically 
changed  Soviet  policy  towards  Indonesia.  He  decided  to  recognize  the 
country  in  order  to  cotmterbalance  Mao  Zedong's  ambitions  in  that 
part  of  the  world.^  Consequently,  Romania  immediately  recognized 
Indonesia  in  1950,  while  Bulgaria  and  Yugoslavia  (out  of  the  bloc,  but 
closely  scanning  the  activities  of  her  "ideological  cousins")  followed 
suit  shortly.  Relations  intensified  after  the  resignation  of  the  Indone- 
sian Vice  President  Mohammad  Hatta  (accusing  Sukarno  of  authori- 
tarianism), who  was  perceived  among  communist  countries  as  repre- 
sentative of  Western  powers. 

After  consolidating  his  power,  Sukarno  continued  to  pursue  close 
relations  with  the  Soviet  bloc,  which  resulted  in  significant  assistance 
given  by  those  countries.  In  the  late  1950s  and  first  half  of  the  1960s, 
Yugoslavia  and  Romania  were  among  the  top  creditors  of  Indonesia  (in 
1964,  second  and  fourth  respectively  -  with  the  United  Arab  Republic/ 
Egypt  as  the  largest,  and  Syria  as  the  third  largest  creditor).  Romania's 
aid  was  modeled  after  Soviet  assistance,  thus  the  two  complemented 
each  other.  The  credits  Romania  offered  Indonesia  helped  fund  heavy 
industry  projects  (cement  and  bricks  factories),  energy  ventures  (oil 
and  mining  equipment),  and  infrastructure  development  (construction 
machinery,  railway  equipment).  In  exchange,  Romania  imported  rub- 
ber, coffee,  tea,  spices,  tin,  fruit  and  vegetables.^  In  1964,  at  the  peak 
of  their  commercial  relations,  Indonesia  was  ranked  as  Romaiua's  21=' 
trade  partner  in  the  world.  However,  the  dominance  of  politics  over 
economic  interests  was  mirrored  by  the  fact  that  Romania  itself  was  in 
great  need  for  its  own  modernization. 

Similar  logic,  underpinned  by  political  reasons  -  to  have  an  active, 
leading  role  in  the  non-alignment  movement,  motivated  Yugoslavia  to 
establish  intense  relations  with  Indonesia.  Frequent  exchange  of  visits 
between  Presidents  Tito  and  Sukarno,  joint  initiatives  and  meetings 
at  the  United  Nations,  as  well  as  the  First  Non- Alignment  conference 
held  in  Belgrade  in  1961,  are  just  the  most  blatant  examples  of  the  in- 


"  Omolensky,  "[ndonesia  Between  the  Reefs." 
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tensity  and  the  importance  both  countries  were  giving  to  their  bilateral 
relations.'" 

From  1965  to  early  1980s:  Indonesia  going  right,  relations  going 
down 

A  Cold  War  downturn  in  relations  between  Southeast  European  coun- 
tries and  Indonesia  began  with  the  coming  of  Suharto  to  power,  and 
overlapped  with  the  seismic  changes  in  the  commimist  camp  caused 
by  the  Sino-Soviet  split  and  open  rivalry  over  the  leadership  of  the 
international  communist  movement.  The  split  became  visible  in  the 
early  1960s  and  motivated  some  commimist  coimtries  from  the  Soviet 
bloc,  particularly  Romania,  to  pursue  a  more  independent  foreign  po- 
licy, but  never  completely  departing  from  the  Soviet  main  international 
trajectory.  Romania's  role  as  mediator  between  China  and  the  Soviet 
Union  prompted  China  to  ask  this  country  to  represent  her  interests 
in  hidonesia  after  she  was  accused  of  masterminding  an  xmsuccessful 
coup  and  supporting  the  pro-communist  military  factions,  in  line  with 
Mao's  "liberation  through  armed  struggle"  doctrine."  One  of  the  re- 
sults of  the  unsuccessful  coup  was  a  huge  anti-Chinese  backlash.  Con- 
sequently, the  new  Suharto  regime  was  perceived  in  the  communist 
world  as  reactionary,  which  resulted  in  a  significant  decrease  in  rela- 
tions. 

Two  exceptions  were  Yugoslavia  who  pursued  an  independent 
foreign  policy  and  was  an  active  member  of  the  NAM,  and  Roma- 
nia which  began  pursuing  closer  ties  with  the  Movement  in  the  early 
1970s.  Bulgaria,  who  strictly  followed  Soviet  foreign  policy,  drastically 
lowered  the  intensity  of  relations  -  there  were  only  two  high  level  vi- 
sits in  this  15-year  long  period  -  those  by  Indonesia's  foreign  ministers 
in  1965  and  1975.^^  Direct  trade,  even  though  according  to  the  bilateral 
Trade  Agreement  of  1968  Bulgaria  enjoyed  a  most  favored  nation  sta- 
tus, was  also  negligible,  not  only  due  to  the  large  distance  between  the 


'"  "Otpor  monolHizmu  komunistiSkom  pokretu  i  vanhlokovska  politika  Jugoslavijc"  ("Resistance  to  the 
Monolithism  of  the  Communist  Movement  and  the  Yugoslav  Policy  Outside  the  Blocks"),  ac- 
cessed November  70,  2070,  http://www./.naci.nel/00001/95_13.pdf. 
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coT-intries  but  also  due  to  the  fact  that  Singapore  served  as  an  interme- 
diary. 

From  early  1980s  to  1990:  last  breaths  of  communism 

The  last  decade,  before  the  fall  of  the  Berlin  Wall,  was  marked  by  an 
intensification  of  relations  between  both  Bulgaria,  and,  particularly, 
Romania,  and  Lidonesia.  For  the  latter  country  there  were  two  main 
reasons  for  such  a  "re-set":  a  desire  to  bolster  its  influence  in  the  Third 
World  by  strengthening  ties  with  the  Non- Alignment  Movement,  and 
a  search  for  new  energy  resources  providers  after  the  fall  of  the  Shah  of 
h-an  in  1979,  who  was  Romania's  largest  provider  of  oil.  Due  to  such  a 
redefinition  of  interests,  Romania's  President  Ceausescu  was  the  first 
communist  leader  to  visit  Indonesia  in  1982,  after  the  advent  of  the 
Suharto's  "New  Order".  Ceausescu's  visit  resulted  in  the  signing  of 
a  long-term  economic,  technical  and  scientific  agreement,  confirmed 
when  Suharto  returned  the  visit  in  1985.  By  a  strange  turn  of  events, 
one  of  the  last  of  Ceausescu's  visits  abroad,  only  eight  months  before 
his  regime  collapsed,  was  his  visit  to  Jakarta  in  April  1989." 

At  the  same  time,  particularly  after  the  death  of  the  Soviet  leader 
Brezhnev  in  1982,  which  initiated  political  instability  in  the  Soviet  Union, 
Bulgaria  also  started  to  pursue  a  more  independent  foreign  policy.  Con- 
sequently, relations  with  Indonesia  intensitied  through  the  exchange 
of  a  number  of  high  level  official  contacts  (parliamentary  delegations, 
ministerial  visits,  etc),  as  well  as  with  the  increased  economic  interest 
of  a  number  of  Bulgarian  enterprises  from  chemical,  pharmaceutical 
and  heavy  industries  who  opened  their  offices  in  Jakarta^*. 

While  Romania  and  Bulgaria  experienced  an  intensification  of 
relations  with  Indonesia,  after  the  death  of  President  Tito  in  1980, 
Yugoslav-Indonesian  relations  started  stagnating.  Yugoslavia  was 
primarily  preoccupied  with  its  internal  political  stability,  and  her 
prestige  in  the  NAM  had  been  slowly  eroding  despite  attempts  to  stop 
this  process,  as  was  the  organizer  of  the  9"^  Conference  of  the  NAM  in 
Belgrade,  in  1989. 


"  Gheorghe,  The  Evolution  of  Romanian-Indonesian  Relations. 
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West  is  not  the  only  direction,  1990-2000 

Beginning  mid-1980s,  Indonesia  sought  to  increase  its  international 
stature  by  embarking  on  several  foreign  policy  initiatives.  One  of  these 
initiatives  was  Suharto's  desire  to  assume  bigger  responsibility  within 
the  Non- Alignment  Movement.  These  efforts  came  to  fruition  when 
the  Indonesian  President  was  elected  the  chairman  of  the  Movement  in 
1991.^^  Indonesia's  growing  assertiveness  in  foreign  policy  coincided 
with  the  fall  of  communism  and  the  dissolution  of  Yugoslavia. 

This  'new  situation'  led  to  a  downgrading  of  relations  with  all  SEE 
countries,  although  for  different  reasons.  At  the  beginning  of  the  tran- 
sition process,  Bulgaria  and  Romania  were  inward  looking,  preoccu- 
pied with  their  own  political  and  socio-economic  transformation.  On 
the  other  hand,  Yugoslavia,  once  the  leader  of  the  NAM  and  close  In- 
donesian ally,  went  through  a  series  of  civil  wars  which  split  the  coun- 
try into  several  new  states.  Indonesia  adjusted  to  the  new  reality  fast, 
and  in  the  first  half  of  1990^  recognized  all  four  newly  emerged  states 
(Slovenia,  Croatia,  Bosnia  and  Herzegovina,  and  Macedonia  -  imder  its 
constitutional  name).  In  the  same  period,  in  1994,  Indonesia  finally  es- 
tabUshed  relations  with  Albania,  while  the  newly  independent  Croatia 
and  Bosnia  and  Herzegovina  moved  relatively  fast  and  opened  their 
embassies  in  Jakarta  in  the  following  years. 

However,  along  with  the  Middle  East,  the  biggest  foreign  policy, 
but  also  an  internal,  challenge  for  Suharto  was  the  ethnic  conflict  in 
Bosnia  and  Herzegovina,  since  it  contained  an  important  religious 
ingredient.  Suharto  had  to  face  competing  attitudes  among  different 
important  actors  who  were  also  sometimes  internally  divided:  the  Mi- 
nistry of  Foreign  Affairs,  military,  lawmakers  and  Islamic  groups.  The 
Foreign  Ministry  argued  that  the  conflict  in  Bosnia  was  not  religious 
but  an  internal  conflict,  and,  accordingly,  emphasized  that  Indonesia's 
main  task  as  the  chairman  of  the  NAM  and  as  a  member  of  the  UN  was 
only  to  support  efforts  to  find  a  peaceful  settlement  under  the  auspices 
of  the  world  organization."'  Simultaneously,  some  Islamic  groups,  led 


"  Benedict  Ang  Kheng  Leong,  "Indonesian  Foreign  Policy:  Change  and  Continuity  Amidst  a 
Changing  Environment,"  accessed  November  9,  2010,  vvww.mindef.gov.sg. 
Anak  Agung  Banyu  Perwit,  "State-society  relationship:  assessing  Islam  in  Indonesia's  foreign 
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Indonesian  Relations  with  Southeast  Europe 


13 


by  KISDI,  argued  that  the  conflict  was  religious,  and  that  Indonesia  as 
the  biggest  Muslim  country  in  the  world  had  a  responsibility  to  send 
its  troops  unilaterally  or  at  least  under  the  OIC  auspices,  and  end  the 
conflict.  They  also  organized  protests  over  the  government's  policy 
towards  Bosnia  and  planned  to  send  volimteers  to  fight  on  the  Bos- 
nian Muslims'  side.  Such  pressure  increased  the  differences  between 
the  Foreign  Ministry  and  the  army.  At  one  point,  the  Chief  of  Army 
Forces  Gen.  Faisal  Tanjung  publicly  stated  that  the  army  is  "ready  to 
send  its  weapons  and  troops  to  Bosnia  in  order  to  help  the  struggle  of 
Bosnians."^'' 

Confronted  with  such  internal  tensions.  President  Suharto  deci- 
ded to  take  a  middle  way  and  expressed  Indonesia's  readiness  to  send 
its  troops  under  the  auspices  of  the  UN.  Finally,  in  July  1994,  the  go- 
vernment decided  to  send  a  medical  detachment  as  part  of  UN  Peace- 
keeping force.  The  commander  of  Indonesia's  UN  troops  in  Bosnia  and 
Herzegovina  was  General  Susilo  Bambang  Yudhoyono,  current  Presi- 
dent of  Indonesia. 

Suharto  also  went  a  step  further.  In  order  to  gain  wider  popula- 
rity from  Muslim  society  and  hoping  to  build  a  new  "Islamic  pillar"  of 
his  domestic  legitimacy,  he  visited  Bosnia  and  Herzegovina  in  March 
1995,  when  the  war  was  still  under  way.  President  Suharto  also  mobi- 
lized fund  raising  for  the  Muslim  community  in  this  Balkan  coimtry  to 
build  a  mosque  as  a  symbol  of  Islamic  solidarity  between  the  peoples 
of  Indonesia  and  Bosnia  and  Herzegovina.^^ 

Besides  this  extraordinary  situation,  the  1990s  saw  relations  be- 
tween Indonesia  and  Southeast  European  states  finally  begin  to  be 
based  on  interests,  not  ideology.  After  a  temporary  stagnation  in  rela- 
tions with  Bulgaria  and  Romania  during  the  first  years  of  their  uncer- 
tain and  painful  transition  process,  these  countries  quickly  renewed 
their  interest  in  cultivating  relations  with  Indonesia.  Romania  for 
a  while  even  continued  with  its  policy  of  close  ties  with  the  NAM, 
which  brought  this  country  closer  to  Indonesia.  For  example,  in  May 
1992,  representatives  of  the  Romanian  Ministry  of  Foreign  Affairs  took 
part  in  the  workings  of  the  steering  committee  of  the  Movement.  In 


Perwit,  "State-society  relationship." 
Perwit,  "State-society  relationship." 


14 


THE  INDONESIAN  QUARTERLY,  Vol.  39,  No.  1, 2011 


September  the  same  year,  Romania  took  part  in  the  Conference  of  the 
Non-AHgned  Movement  w^hich  was  held  in  Jakarta,  hi  addition,  in 
1997,  President  Constantinescu  together  with  the  Foreign  Minister  and 
several  other  members  of  the  Cabinet  visited  Jakarta  and  discussed  op- 
portimities  to  develop  economic  and  political  relations.^^ 

Similarly  to  its  northern  neighbor,  due  to  the  aforementioned 
inward-looking  attitudes  at  the  beginning  of  the  transition  process, 
Bulgaria's  trade  turnover  with  Indonesia  more  than  halved  in  the 
1990-1992  period,  with  its  record  low  of  1.327  million  dollars  (1992).  In 
the  period  after  1992  there  was  a  huge  increase  in  the  turnover,  which 
passed  the  100  million  mark  8  years  later.^o  Even  the  Asian  financial 
crisis  of  the  late  1990's,  which  hit  hidonesia  particularly  hard,  did  not 
have  significant  negative  impact  on  its  economic  relations  with  SEE 
countries. 

Speaking  of  Albania,  even  though  diplomatic  relations  with  this 
coimtry  were  at  an  early  phase,  she  expressed  enthusiastic  interest  in 
some  internal  Indonesian  issues  that  had  broader  international  conse- 
quences, so  it  participated  as  an  observer  in  the  Special  Session  of  the 
Human  Rights  Commission  on  the  situation  of  East  Timor  in  Geneva, 
in  September  1999.^1 

Beyond  2000  -  Economic  cooperation  lagging  behind  political 

Recognizing  Kosovo  as  the  only  remaining  political  challenge 

With  UN  SC  resolution  1244  which  brought  UN  troops  to  Kosovo  in 
mid-1999,  and  the  toppling  of  Milosevic's  authoritarian  regime  in  Ser- 
bia, in  October  2000,  the  whole  SEE  region  began  experiencing  stabi- 
lization. Some  countries  were  already  advanced  m  their  EU  integra- 
tion process  with  Slovenia  as  the  first  ex- Yugoslav  and  SEE  country  to 
join  the  EU  in  2004.  Romania  and  Bulgaria  followed  suit  in  2007.  Since 
their  accession  to  the  European  Union,  Indonesia's  relations  with  all 
three  countries  have  mtensified,  mauily  through  various  multilateral 
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mechanisms  such  as  the  EU-ASEAN  and  the  ASEM.  Several  other  in- 
stitutional frameworks  also  facilitate  cooperation  on  trade:  ministerial 
and  senior  economic  officials  talks,  ASEAN-EU  Program  for  Regional 
Integration  Support,  EC-ASEAN  Intellectual  Property  Rights  Program, 
and  EU-ASEAN  Statistical  capacity  building  project.^^ 

The  latest  development  which  opened  a  new  era  for  Indonesia-EU 
Relations  was  the  signing  of  the  Partnership  and  Cooperation  Agree- 
ment (PC A)  in  November  2009.  The  Agreement  is  the  first  of  its  kind 
between  the  EU  and  ASEAN  coimtries,  and  it  is  aimed  at  "strengthen- 
ing political,  economic  and  sectoral  cooperation  across  a  wide  range  of 
policy  fields,  including  trade,  environment,  energy,  science  and  tech- 
nology, and  good  governance,  as  well  as  tourism  and  culture,  migra- 
tion, coimter  terrorism  and  the  fight  against  corruption  and  organized 
crime".  It  is  also  intended  to  "further  enhance  cooperation  on  global 
challenges,  where  both  Indonesia  and  the  EU  are  playing  an  increas- 
ingly important  role,-Such  as  in  the  G20".^^ 

In  the  last  decades,  five  SEE  countries  have  also  become  members 
of  NATO  (Bulgaria,  Romania,  Slovenia  in  2004,  Albania  and  Croatia 
in  2009),  while  other  states  have  established  close  relations  with  this 
military  alliance  through  the  Partnership  for  Peace  program.  Member- 
ship in  NATO  has  resulted  in  intensified  Indonesian  relations  around 
security  issues  such  as  cooperation  on  preventing  and  combating 
transnational  organized  crime,  terrorism,  illicit  trafficking  and  other 
types  of  crimes.  Indonesia  also  expressed  interest  in  expanding  mili- 
tary cooperation  in  other  fields,  such  as  education  and  army  industry. 
An  example  of  such  an  interest  is  the  recently  proposed  Agreement  on 
cooperation  in  the  area  of  defense  with  Serbia. 

Triggered  by  the  aforementioned  developments  in  the  region,  po- 
litical cooperation  between  Indonesia  and  SEE  countries  has  intensified 
in  a  variety  of  fields:  the  frequency  of  official  visits,  including  those  at 
the  highest  level  have  increased,  parliamentary  groups  of  friendship 
created  (with  Bulgaria,  Croatia,  Macedonia  and  Serbia),  regular  con- 
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sultations  between  foreign  ministries  and  cooperation  between  justice 
ministries  established,  mutual  support  in  international  institutions 
became  a  rule  (for  example,  countries  in  the  region  supported  Indo- 
nesia's bid  for  non-permanent  member  UNSC  seat,  while  Indonesia 
supported  Slovenia's  candidate  to  CEDAW,  and  Serbia's  candidate  to 
UNEP),  even  the  twirming  of  towns  has  taken  place  (Bulgaria's  Mon- 
tana and  Varna  with  Surakarta  and  Surabaya  respectively).  The  warm- 
ing up  of  relations  was  also  affected  by  the  solidarity  that  SEE  coun- 
tries expressed  in  the  aftermath  of  the  2004  tsunami  which  devastated 
some  parts  of  Indonesia.  For  example,  Romanian  government  built  a 
$115,000  school  in  the  town  of  Singkil,  Aceh  province,  while  Bulgaria 
sent  $82,000  worth  of  medicine. 

Another  sign  of  the  intensification  of  bilateral  relations  is  Indo- 
nesia's decision  to  increase  its  diplomatic  presence  in  the  region  and 
open  two  new  embassies  in  2010  -  in  Bosnia  and  Herzegovina  and 
Croatia  (along  the  already,  existing  embassies  in  Bulgaria,  Romania, 
and  Serbia).  Indonesia  is  also  in  the  process  of  opening  diplomatic  re- 
lations with  Montenegro,  which  declared  independence  in  2006,  leav- 
ing the  federation  with  Serbia.  The  aforementioned  five  SEE  coimtries 
have  a  diplomatic  presence  in  Jakarta,  but  it  is  rather  symbolic.  With 
very  limited  staff,  covering  simultaneously  several  coimtries  in  the  re- 
gion, their  embassies  are  not  able  to  properly  cover  many  of  the  ever- 
increasing  opportunities  in  Indonesia,  not  to  mention  opportimities  in 
the  broader  region  of  Southeast  Asia. 

The  only  significant  remaining  political  challenge  in  the  region 
is  the  question  of  the  recognition  of  Serbia's  breakaway  province  of 
Kosovo.  To  some  extent,  this  issue  resembles  the  Bosnian  situation  of 
the  1990s.  Indonesia  has  expressed  its  regret  over  Kosovo's  unilateral 
declaration  of  independence  in  February  2008,  and  has  voiced  its  desire 
for  a  final  status  to  be  achieved  through  peaceful  dialogue  and  a  mu- 
tually acceptable  solution.^''  Indonesia's  cautious  approach  was  motiva- 
ted by  a  fear  that  the  recognition  of  Kosovo's  independence  could  in- 
spire separatist  movements  within  its  own  borders,  due  to  Indonesia's 
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high  ethnic  diversity.  At  the  same  time,  similar  to  the  Bosnian  situation 
in  the  first  half  of  the  1990s,  President  Yudhoyono  has  been  exposed  to 
pressure  from  the  local  Muslim  community  to  recognize  the  moderate 
Islamic  Kosovo  state,  which,  according  to  these  groups,  would  contri- 
bute to  reducing  the  gap  between  the  West  and  Islam,  and  promote 
dialogue  between  Islam  and  the  West  in  a  peaceful  manner.^ 

As  a  result,  at  the  margins  of  the  G-20  summit  in  London  in  March 
2009,  President  Yudhoyono  hinted  at  a  possible  evolution  in  Indonesia's 
stance  towards  the  recogiution  of  Kosovo  if  it  becomes  clear  that  Ko- 
sovo is  a  special  case.^^  The  International  Court  of  Justice  advisory  opi- 
nion on  Kosovo's  declaration  of  independence,  delivered  in  July  2010, 
which  stated  that  "the  declaration  of  independence  of  the  17th  of  Feb- 
ruary 2008  did  not  violate  general  international  law  because  interna- 
tional law  contains  no  'prohibition  on  declarations  of  independence'" 
might  push  Indonesia  closer  to  recognizing  Kosovo,  even  though  it  did 
not  resolve  the  dilemma  whether  it  has  set  a  precedent  or  not. 

Economic  cooperation:  far  from  the  potential 

Compared  to  the  ever-intensifying  political  relations,  economic  rela- 
tions between  Indonesia  and  SEE  countries  are  lagging  far  behind.  In- 
donesia's trade  with  SEE  is  approximately  0.1%  of  its  total  trade.  This 
amount  is  comparable  to  Lidonesia's  trade  with  the  Czech  Republic, 
which  has  a  population  of  only  10  miUion.  Even  worse,  almost  80%  of 
that  trade  ($170  million  of  $220  million)  goes  to  3  countries  that  are  al- 
ready in  the  EU  (Bulgaria,  Romarua  and  Slovenia).  This  fact  also  speaks 
positively  about  the  economic  potential  of  the  coimtries  that  are  to  join 
the  EU  in  the  future. 

However,  not  only  the  amoimt,  but  the  structure  of  the  trade  is  far 
from  the  potential.  Namely,  due  to  the  self-perpetuating  perceptions  of 
the  "economic  others"  it  has  not  changed  much  for  decades:  import- 
ing resources,  textile  and  agricultural  products  from  Indonesia,  while 
exporting  mainly  heavy  industry  products  and  machinery.  Neverthe- 


"Fndonesia  Divided  Over  Kosovo  Independence." 

President  Yudhoyono's  speech  at  the  London  School  of  Economics,  March  31,  2009,  accessed 
October  28,  2010,  http://richmedia.lse.ac.uk/publicLecturesAndEvents/20090331_1530_indone- 
siaGlobaiReachRegionalRole.mp3. 
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less,  there  are  some  signs  that  the  economic  cooperation  is  moving  to  a 
more  advanced  level.  There  is  an  increasing  interest  of  SEE  companies, 
mainly  from  Bulgaria  and  Romania,  for  joint  investment  in  areas  of 
chemical  industry,  energy  and  energy  efficiency Recently  established 
cooperation  between  the  chambers  of  cormnerce  of  these  two  cotmtries 
and  the  Indonesia's  is  expected  to  facilitate  such  joint  endeavors,  par- 
ticularly having  in  mind  the  increased  attractiveness  of  the  Indonesian 
economy  due  to  its  resilience  to  the  global  economic  crisis  and  continu- 
ous high  levels  of  economic  growth.  Since  SEE  has  a  very  strong  agri- 
culture sector,  there  is  also  a  growing  Indonesian  interest  in  a  transfer 
of  know-how  in  this  field  (for  example,  in  renewing  pre-1990  coopera- 
tion with  the  Serbian  Institute  of  Agriculture). 

On  the  other  hand,  the  number  of  companies  with  Indonesian 
capital  operating  in  the  region  is  negligible.  There  are  only  six  opera- 
ting in  Romania,  a  country  with  over  22  million  people.  Therefore, 
one  cannot  be  caught  by  surprise  when  s/he  learns  that  Indonesia  is 
ranked  106"'  among  investors  in  Romania,  amoimting  for  only  0.01%  of 
total  foreign  investments  in  this  coimtry.^^  At  the  same  time,  amongst 
SEE  states  only  Bulgaria  coimts  Indonesia  in  its  major  trade  partners 
outside  the  EU,  being  in  the  top  10.  In  the  last  decade,  Indonesian  com- 
panies have  missed  an  opportunity  to  penetrate  the  EU  market  imder 
privileged  conditions  by  investing  in  coimtries  before  they  joined  the 
EU.  However,  there  is  a  chance  to  compensate  for  this  fact  by  investing 
in  states  that  are  to  join  the  EU  in  the  following  years.  Serbia  can  add 
to  that  attractiveness  as  the  only  European,  not  ex-Soviet  coimtry,  ha- 
ving a  free  trade  agreement  with  Russia.  An  additional  important  fact 
that  could  increase  the  attractiveness  of  the  region  is  its  access  to  ports 
(Burgas  and  Varna  in  Bulgaria,  Rijeka  and  Ploce  in  Croatia,  Constanta 
in  Romania,  and  Kopar  in  Slovenia)  as  a  gateway  not  only  to  SEE,  but 
also  to  the  broader  EU  market,  thus  perhaps  replacing  Dutch  ports  that 
Indonesia  has  traditionally  been  using  for  that  purpose.  We  are  already 
experiencing  a  tough  rivalry  among  SEE  countries  to  attract  bidone- 


2' "lib/lI  AIWI  M  HII40HK3MM  lUK  CM  CbTI'V/lUMMAT  B  Kl  II-ITHTI IKATA,  EHHmil'lHATA 
EOHKTHIil  lOCT  M  I3KH"  ("Bulgaria  and  Indonesia  lo  cooperate  in  energy,  energy  efficienc)'  and 
renewable  energy  sources"),  Enterprise  Europe  Network,  accessed  November  10,  2010 
littp://www.enlerprise-europe-nelworl<.bg/pkigins/conlenl/content.php?content.l780. 
Gheorghe,  Tiie  Evolution  of  Romanian-Indonesian  Relations. 
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sian  partners  to  use  these  ports,  with  Croatia  as  the  latest  newcomer  to 
this  game.^^ 

One  of  the  barriers  to  establishing  closer  relations  is  a  visa  regime 
between  hidonesia  and  Southeast  European  states.  Despite  the  fact 
that  hidonesia  is  a  signatory  of  the  Agreements  of  Mutual  Exemption 
of  Visa  Requirements  for  Holders  of  Diplomatic  and  Service  Passports 
with  a  majority  of  SEE  countries,  further  intensification  of  relations  is 
possible  only  when  all  the  states  from  the  region  reach  Slovenia's  sta- 
tus whose  citizens  are  able  to  get  a  visa  upon  arrival  in  hidonesia,  as 
well  as  Indonesian  citizens'  travels  to  the  region  are  simplified. 

The  last  decade  has  also  experienced  a  significant  improvement 
in  socio-cultural  relations.  Universities  have  estabUshed  cooperation, 
Indonesia  grants  non-degree  scholarships  for  students  to  study  Ba- 
hasa  Indonesia  and  Indonesian  arts  for  one  academic  year,  and  some 
SEE  countries,  such  as  Serbia,  have  similar  programs  for  Indonesian 
students  ("World  in^erbia"  program  for  Non-AUgnment  movement 
members  and  observer  countries).  At  the  same  time,  the  number  of  bi- 
lateral cultural  exchanges  are  on  a  constant  rise,  cooperation  between 
news  agencies  intensified,  and  mutual  promotion  of  tourism  has  be- 
gun (with  Bulgaria)2°. 

The  way  ahead 

The  economic  recovery  in  SEE  from  the  consequences  of  the  global 
economic  crisis,  as  well  as  Indonesia's  sound  economy,  provide  the 
best  ground  for  improving  relations  between  these  two  parts  of  the 
world.  On  the  one  hand,  Indonesia  can  compensate  for  missed  oppor- 
tunities in  the  past  by  investing  in  countries  that  will  join  the  EU  in  the 
near  future,  and  more  easily  penetrate  a  450  million  consumer  EU  ma- 
rket. She  can  also  better  use  the  region's  strategic  location,  particularly 
its  ports,  as  a  gateway  to  Europe,  as  well  as  its  valuable  experience 
in  institution  building  and  creating  a  business  friendly  environment 
on  the  European  integration  path.  On  the  other  hand,  SEE  countries 


Ministry  of  Foreign  Affairs  of  the  Republic  of  Croatia,  Intervju  Veleposlanikn  Z.  Cinibiirn  za  radio  Re- 
p«W/fc/«rfowsw,  (Interview  with  theAmbassaciorZ.Cimburfortheradlostalion  Republii<  Indone- 
sia), accessed  October  28,  2010,  http://www.mvpei.hr/mvp.asp?pcpid=1385&BV=2&BID=I82. 
"Bulgaria  and  Indonesia  to  Promote  Each  Other's  Tourism,"  accessed  November  10,  2010  http:// 
www.novinite.com/view_news.php?id=91540. 
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should  stop  looking  at  Indonesia  primarily  as  a  supplier  of  resources, 
but  as  an  attractive  investment  environment  that  could  also  serve  as  a 
springboard  to  the  whole  of  Southeast  Asia,  if  not  broader.  However, 
in  order  to  realize  such  a  potential  a  necessary  precondition  is  to  better 
introduce  these  countries  to  each  other  through  developing  coopera- 
tion in  a  variety  of  fields  -  from  exchange  of  best  practices  to  increas- 
ing socio-cultural  collaboration,  hnportant  steps  in  that  direction  have 
already  been  made  in  the  last  few  years,  but  there  is  still  much  more 
to  be  done. 


Private  Military  and  Security  Corporations 
in  the  Philippines: 

Towards  a  Comprehensive  Security  Sector  Reform 
Program 

Katherine  Marie  G.  Hernandez 


Introduction 

Over  the  past  decade,  security  sector  reform  (SSR)  has  evolved  as  a 
core  issue  in  policy  and  academic  discourses  on  democracy,  security, 
peace,  and  development.  Several  countries  in  Southeast  Asia  (SEA)  ap- 
pear to  be  democracies  in  perpetual  transition  and  remain  challenged 
by  problems  facing  post-authoritarian  systems.  The  military  in  most 
SEAn  countries  plays  a  key  role  in  political  governance.  This  situation 
requires  having  a  security  sector  governed  in  accordance  with  demo- 
cratic principles,  with  its  various  actors  performing  their  mandated 
functions  in  an  efficient  and  effective  manner  and  with  integrity  to  en- 
sure a  successful  democratic  transition  and  good  governance. 

In  this  regard,  it  is  important  to  look  at  private  military  and  secu- 
rity corporations  (PMSCs)  as  they  are  significant  security  sector  actors, 
particularly  with  the  trend  of  privatizing  security  services  as  seen  in 
the  US'  global  'war  on  terror'  (GWOT).  The  activities  of  these  PMSCs 
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present  new  challenges  to  international  law,  human  rights,  and  issues 
of  accountability.  They  also  impact  on  security  sector  governance  espe- 
cially for  societies  seeking  democratic  control  over  the  military. 

The  security  sector  consists  of  the  uniformed  services  or  statutory- 
security  providers  (i.e.,  the  military,  poHce,  paramilitary,  and  intelli- 
gence services)  as  well  as  the  gamut  of  oversight  institutions  in  the 
various  branches  of  government  as  well  as  in  the  broader  civil  society 
(security  and  justice  advocacy  groups,  media,  academe).^ 

Private  Military  and  Security  Companies:  An  Overview 

What  do  the  terms  PMCs,  PSCs,  or  PMSCs  cover?  PMCs  are  de- 
scribed as  corporate  entities  that  provide  armed  offensive  services  de- 
signed to  have  military  impact  in  a  given  situation  and  are  generally 
contracted  by  governments.^  Some  argue  that  security  contractors  are 
not  private  military  companies  but  are  private  security  companies 
(PSCs)  because  the  work  they  do  is  defensive  and  they  simply  provide 
protection.^  Thus,  PSCs  are  also  corporate  entities  providing  defensive 
services  to  protect  persons  and  property,  which  are  frequently  used  by 
multinational  companies  in  the  extractive  sector,  humanitarian  agen- 
cies, and  individuals  in  situations  of  conflict  or  instability.^ 

PMCs  and  PSCs  are  also  referred  to  as  private  military  and  secu- 
rity companies  or  'PMSCs'.  They  are  "corporate  entities  that  provide 
military  expertise  and  other  professional  services  essential  to  combat 
and  warfare".^  These  are  "corporate  bodies  that  specialize  in  the  pro- 
vision of  military  skills  ~  including  tactical  combat  operations,  strate- 
gic planning,  intelligence  gathering  and  analysis,  operational  support, 

'  This  view  of  the  security  sector  is  based  on  the  project  of  the  Institute  for  Strategic  and  Develop- 
ment Study,  Developing  a  Security  Sector  Reform  Index  in  the  Philippines:  Towards  Conflict  Prczvn- 
tion  and  Peace-Building  (Quezon  City,  ISDS,  2009). 

2  lANSA,  "Amnesty  hiternational  Undermining  Global  Security:  tlie  European  Union's  Arms  Ex- 
ports," accessed  28  December  2009,  http://www.iansa.org/regions/europe/documents/under^ 
mining_security/priva  te_military.htm. 

'  D.  Bergner,  "Tlie  Other  Army"  The  New  York  Times  Sunday  Magazine,  14  August  2005,  accessed 
22 June  2010,  http://www.nytimes.eom/2005/08/14/mngazinc/1 4PRIVATI.html?pagevv'anted=11; 
Anna  Richard  and  Henry  Smith,  "Addressing  tlie  Role  of  Private  Security  Companies  within 
the  Security  Sector  Reform  Programmes,"  journal  of  Security  Sector  Management  5(1):  4,  2007. 
D.  Lilly,  et.  al..  Private  Military  Companies  and  the  Proliferation  of  Small  Arms:  Regulating  the  Actors 
(London:  International  Alert,  2001),  4. 

5  J.  Spears,  "Market  Forces:  The  Political  Economy  of  Private  Military  Companies."  New  Se- 
curity Programme,  Fafo  Reports  531,  2006,  accessed  20  March  2010,  http://www.fafo.no/pub/ 
rapp/531/531.pdf. 
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troop  training,  and  technical  assistance".^  These  distinctions  aside,  it  is 
difficult  to  distinguish  between  PMCs  and  PSCs  especially  when  they 
operate  in  climates  of  instability  where  their  activities  overlap.  Under 
such  circumstances,  "PSCs  become  localized  permutations  of  the  PMC 
and/or  a  fast  expanding  international  security  industry".^  The  implica- 
tions of  using  PMCs,  PSCs,  or  PMSCs  to  undertake  responsibilities  that 
are  traditionally  performed  by  a  state's  armed  forces  in  the  conduct 
of  warfare  in  particular  and  governance  in  general,  are  far  and  wide. 
The  growth  of  this  multibillion-dollar  enterprise  which  represents  the 
privatization  of  warfare  and  now  considered  an  'industry'  -  which  ac- 
cording to  the  Brookings  Institution  operates  in  50  countries  with  $100 
billion  in  annual  revenue^  -  was  accompanied  by  issues  involving  hu- 
man rights  abuses,  accountability,  recruitment,  and  monitoring  and 
regulation  of  its  players. 

There  are  initiatives  to  clarify  the  legal  obligations  of  these  com- 
panies under  international  law,  particularly  those  under  human  rights 
and  international  humanitarian  law.  An  example  of  these  initiatives  is 
the  Montreaux  Document  on  pertinent  international  legal  obligations  and 
good  practices  for  States  related  to  operations  of  private  military  and  security 
companies  during  the  armed  conflicts  This  document  is  a  product  of  a 
process  laimched  in  2006  by  the  Government  of  Switzerland  and  the 
International  Committee  of  the  Red  Cross  (ICRC).  The  Montreaux  Docu- 
ment contains  rules  and  good  practices  relating  to  PMSCs  operating  in 
armed  conflict  and  aims  to  promote  respect  for  international  humani- 
tarian law  and  human  rights  law.  It  defines  PMSCs  as  private  entities 
that  provide  military  and  security  services  regardless  of  how  they  de- 
scribe themselves.  Military  and  security  services  include  armed  guard- 
ing and  protection  of  persons  and  objects,  such  as  convoys,  buildings, 
offices,  and  other  places.  PMSC  services  also  include  the  maintenance 
and  operation  of  weapons  systems  prisoner  detention  and  advice  to 


*  p.  Singer,  "Corporate  Warriors:  The  Rise  of  the  Privatized  Military  hidustry  and  Its  Ramifica- 
tions for  International  Security/'  Jnternationnl  Security  26(3):1 86-220,  2002. 
Private  Military  Org,  accessed  04  April  2010,  htlp://www.privatemilitary.org/private_security_ 
companies.html. 

"  Sandra  Svoboda,  "Corporate  Warriors:  In  Iraq,  being  a  soldier  of  forti.ine  is  big  business,"  ac- 
cessed 22  June  2010,  http://www.pittsburghcitypaper.ws/gyrobase/Content?oid=oid%3A31593. 

'  Included  as  Agenda  item  no.  76  in  the  sixty-third  session  of  the  UN  General  Assembly  dated  06 
October  2008. 
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or  conduct  of  training  of  local  forces  and  security  personnel.'"  Thus, 
private  security  agencies  as  well  as  paramilitary  groups  can  fall  under 
the  term  TMSC 

PMSCs  in  the  Domestic  Context 

The  history  of  the  Philippines  would  show  that  from  Sparush  co- 
lonial rule  in  the  16*  century,  the  overarching  political  condition  has 
been  one  of  armed  conflict.  First  in  the  form  of  colonization  and  paci- 
fication, then  of  armed  resistance  against  colonial  rule,  followed  by 
World  War  II,  and  since  independence,  domestic  armed  communist 
insurgency  and  ethnic  secessionism  in  Mindanao."  Since  its  establish- 
ment in  1936,  the  Armed  Forces  of  the  Philippines  (AFP)  had  to  deal 
with  domestic  armed  conflict.  The  AFP  is  an  organization  of  profes- 
sional soldiers  that  is  highly  centralized  and  under  the  control  of  the 
President  as  Commander-in-Chief.  Under  President  Ferdinand  E.  Mar- 
cos they  were  given  concessions  (i.e.,  business  concessions  or  appoint- 
ments to  strategic  or  lucrative  positions  in  government)  by  way  of  a 
reward  for  their  support  to  the  imposition  of  martial  law  in  the  country 
and  to  ensure  their  loyalty.'^  Thus,  in  addressing  internal  security  prob- 
lems, whether  a  threat  of  or  an  actual  conflict,  the  AFP  is  the  primary 
security  provider.  It  is  the  institution  that  legally  monopolizes  the  use 
of  force,  which  can  explain  partly  why  PMSCs  had  little  opportimity  to 
carry  out  functions  that  are  traditionally  reserved  for  the  military. 

Nonetheless,  changing  security  needs  of  the  state  and  society  en- 
abled the  organization  of  PMSCs  over  time  such  that  at  present,  there 
are  a  number  of  entities  that  can  fall  under  any  of  the  categories  dis- 
cussed below. 


The  Montreux  Document,  accessed  06  November  2009,  http://www.icrc.org/web/eng/siteengO. 
nsf/html/montreux-document-1 70908,. 

"  Communist  insurgency  has  two  phases,  the  first  by  the  Soviet-oriented  Partido  Kumunista  ng 
Pilipinas  and  its  armed  component,  the  Hui<s;  and  the  second  under  the  Maoist-inspired  Com- 
munist Party  of  the  Philippines  (CPP)  and  its  armed  wing,  the  New  People's  Army  (NPA).  Tlie 
latter  phase  and  ethnic  secessionism  erupted  after  the  imposition  of  Martial  Law  in  1973.  On 
the  origins  of  the  MNLF,  see  Eliseo  Mercado,  "Culture,  Economics  ad  Revolt  in  Mindanao:  Tlie 
Origins  of  the  MNLF  and  the  Politics  of  More  Separatism",  in  Lim  Joo-Jock  and  Vani  S.,  eds., 
Anned  SepnrnliRiii  in  Soiilliciitit  /\sm  (Singapore:  Institute  of  Southeast  Asian  Studies,  1984). 

"  For  a  brief  history  of  the  AFP  and  its  role  expansion  over  time,  see  Carolina  G.  Hernandez,  "The 
Extent  of  Civilian  Control  of  the  Military  in  the  Philippines:  1946-1976,"  (PhD  dissertation.  State 
University  of  New  York  at  Buffalo,  1979).  This  was  published  by  University  Microfilms,  Univer- 
sity of  Michigan  at  Ann  Arbor  in  1980. 
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Private  Security  Agencies  (PSAs) 

Philippine  laws  allow  the  establishment  of  private  agencies  which 
provide  armed  security  services  of  guarding  and  protecting  objects, 
such  as  buildings  and  homes.  PSAs  are  covered  by  Republic  Act  No. 
5487  (R.A.  5487),  "An  Act  to  Regulate  the  Organization  and  Operation  of 
Private  Detective,  Watchmen,  or  Security  Guard  Agencies".  This  law  covers 
all  persons,  both  natural  and  juridical,  registered  with  the  Security  and 
Exchange  Commission  (SEC)  and  identifies  three  (3)  kinds  of  PSAs, 
namely:  (1)  private  detective  agencies  that  conduct  or  carry  on  or  hold 
themselves  out  as  conducting  or  carrying  on  detective  services;  (2)  pri- 
vate detectives,  individuals  who  are  not  members  of  a  regular  police 
agency  or  the  armed  forces  and  do  detective  work  for  hire,  reward, 
or  commission;  and  (3)  Watchmen  or  Security  Guards,  and  Watchman 
or  Security  Guard  Agencies.  Watchmen  or  Security  Guards  refer  to  any 
person  who  offers  or  renders  personal  service  to  watch  or  secure  either 
residential  or  business  establishment,  or  both,  or  any  building,  com- 
pound, or  area.'^ 

In  practice  however,  private  security  groups  in  the  Philippines 
go  beyond  these  private  security  and  detective  agencies.  There  exist 
armed  groups  that  lie  between  the  military  and  privately-organized 
armed  groups  whose  existence  side-step  both  the  letter  and  spirit  of  ex- 
isting law.  The  Philippine  reserve  program  was  fotmded  on  the  citizen 
army  concept  outlined  in  the  National  Defense  Act  of  1935.  Under  this 
law,  defense  would  be  provided  by  a  limited  professional  cadre  backed 
by  citizen  reservists  rather  than  a  large  army.  Though  state-sanctioned 
and  considered  as  auxiliary  forces  to  the  regular  armed  and  police  ser- 
vices, they  are  not  as  well-trained  or  as  disciplined  as  the  latter.  None- 
theless, these  armed  groups  claim  to  possess  either  an  explicitly  legal 
status  or  tolerance  with  which  the  agents  of  the  state  recognize  them. 
The  AFP  reserve  program  was  administered  by  a  General  Headquar- 
ters staff  within  the  office  of  civil-military  operations  (CMO).  Reserve 
forces  fall  into  two  (2)  categories:  the  Auxiliary  Reserve  Units  and  the 
Citizens  Armed  Forces  Geographical  Units  or  simply  CAFGUs. 


"  Section  3,  Republic  Act  No.  5487. 
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There  are  also  privately-organized  armed  groups  or  armed  aux- 
iliaries, many  of  which  were  organized  by  landlords  or  corporations 
in  support  of  the  state  and  were  actually  used  by  the  state  against 
rebel  groups  before  and  after  independence  in  1946.  Tension  between 
the  landlords  and  their  tenants  was  already  brewing  even  before  the 
Japanese  occupation  of  the  Philippines  during  World  War  II.  The  war 
served  to  deepen  the  tension  between  the  landowners,  who  supported 
the  Japanese,  and  the  tenants,  who  were  sympathetic  to  the  guerilla 
movement.  Tensions  reignited  when  the  landlords  who  fled  to  urban 
areas  during  the  war,  and  returned  to  re-claim  their  lands  in  late  1945. 
They  demanded  back  rent  and  employed  military  police  and  their  own 
armed  contingents  to  enforce  these  demands.  Most  of  the  tenants  of 
these  landlords  had  been  part  of  the  guerilla  movement  and  were  no 
longer  easily  intimidated  by  the  landlords.^^  Thus,  these  private  armed 
groups  raised  by  the  land-owning  families  were  conscripted  into  the 
counter-insurgency  strategy  against  former  guerillas  that  were  known 
as  the  Huks  or  Hukbong  Magpapalaya  Laban  sa  Hapon  (literally.  Army  of 
Liberation  Against  Japan). 

1.     Integrated  Civilian  Home  Defense  Force 

An  example  of  armed  auxiliaries  is  the  Integrated  Civilian  Home 
Defense  Force  (ICHDF),  created  by  Marcos  through  Presidential  De- 
cree 1016  (PD.  1016)  on  22  September  1976.  The  law  cites  "the  right  of 
citizens,  singly  or  collectively,  to  self-defense  and  their  constitutional  duty 
pursuant  to  Section  1,  Article  V  of  the  Constitution"  as  the  basis  for  the 
creation  of  such  group.  The  ICHDF  involved  private  citizens  armed 
by  the  state  to  assist  law  enforcement  agencies  in  holding  and  con- 
trolling areas  against  the  CPP-NPA.  The  Secretary  of  National  Defense 
was  made  responsible  for  the  organization,  training,  and  equipment 


Benedict  J.  Kerkvliet,  Tlic  l  ink  Rebellion:  A  Study  of  Peasant  Revolt  in  the  Philippines  (Berkeley: 
University  of  California  Press,  1977);  "Philippines:  The  Huk  Rebellion,"  accessed  26  March  2010, 
hHp://www.mongabay.com/history/pliilippines/philippines-the_huk_rebelIion.html,. 
'5  Section  1,  Article  V  of  the  1973  Constitution  states,  "it  shall  be  the  duty  of  the  citizen  to  be  loyal 
to  the  Republic  and  to  honor  the  Philippine  flag,  to  defend  the  State  and  contribute  to  its  devel- 
opment and  welfare,  to  uphold  the  Constitution  and  obey  the  laws,  and  to  cooperate  with  the 
duly  constituted  authorities  in  the  altainmenl  and  preservation  of  a  just  and  orderly  society." 
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of  the  ICHDF's  armed  components.^^  The  Provincial  Commanders  of 
the  Philippine  Constabulary  (PC)  and  local  officials  such  as  Provincial 
Governors,  City/Municipal  Mayors,  and  Barangay/ Village  Captains 
were  tasked  to  screen  the  prospective  members  of  the  ICHDF  and  rec- 
ommend their  appointment  to  the  PC  Chief.'^ 

Misalucha  argues  that  armed  auxiliary  groups  proliferated  due  to 
(1)  the  long-standing  twin  insurgencies  (CPP-NPA  and  MILF)  that  the 
Philippine  government  has  not  effectively  addressed  due  to  the  inade- 
quacy of  the  regular  forces  of  the  AFP  to  fight  an  insurgency  -  auxiliary 
forces  had  to  be  created  or  deputized  to  augment  the  regular  forces  for 
area  defense;  (2)  the  emphasis  on  fighting  insurgencies  stretched  the 
resources  of  the  government  in  its  ability  to  provide  security  for  the 
public  in  general,  encouraging  the  growth  of  private  self-help  groups 
-  political  and  business  groups  have  their  own  security  forces  as  pro- 
tection against  well-organized  and  armed  criminal  organizations  and 
even  against  armedjnsurgents;  and  (3)  a  combination  of  the  above 
situations  resulted  in  a  spiral  of  violence  -  this  was  exacerbated  by 
the  proliferation  of  firearms  caused  by  weak  enforcement  of  Philippine 
laws  and  Philippine  society's  permissive  attitude  towards  private  gun 
ownership  and  use.^^ 

2.     Civilian  Armed  Auxiliaries  (CAAs)  or  Citizen  Armed  Force 
Geographical  Unit  (CAFGU) 

The  ICHDF  became  notorious  for  poor  discipline  and  human  rights 
abuses,  a  condition  caused  by  poor  training.  Moreover,  the  military 
became  notorious  for  human  rights  abuses  during  Martial  Law.  Thus, 
when  Marcos  was  ousted  in  1986,  the  ICHDF  was  dissolved.  On  25 
July  1987,  then  President  Corazon  C.  Aquino  issued  Executive  Order 
No.  264  (EO  264)  directing  the  Secretary  of  National  Defense  to  orga- 
nize a  citizen  armed  auxiliary  or  a  "citizen  armed  force  [organized] 
into  geographical  imits"  -  hence,  the  term  CAFGU  -  nationwide  due  to 
the  still  very  active  and  continuously  growing  communist  insurgency 
in  the  country.  Like  the  ICHDF,  the  creation  of  the  CAFGU  was  man- 


Section  3,  Article  V  of  the  1973  Constitution. 
Section  4,  P.D.  1016. 

Chairmaine  Misalucha,  "Failures  at  the  National  Level:  The  Diffusion  of  Small  Arms  and  Light 
Weapons  in  the  Philippines/'  Pliilippiiw  I'uliticnl  Science  jounial  25  (48):  131-132,  2004. 
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dated  by  Section  4,  Article  II  and  Section  4'^  Article  XVI  of  the  new 
1987  Constitution.20  Thus,  EO  264  was  responsible  for  the  formal  estab- 
lishment of  the  CAFGU  which,  according  to  Section  3  of  EO  264  "shall 
consist  of  cadre  of  officers  and  men  in  the  Standing  Force  and  all  qualified 
reservists  residing  in  a  particular  locality. " 

The  subsequent  enactment  of  Republic  Act  No.  7077  (RA  7077)  or 
the  "AFP  Reservist  Law  of  1991"  recognized  the  civilian  armed  auxilia- 
ries (CAAs  referring  to  the  CAFGUs  established  under  EO  264)  as  an 
integral  part  of  the  AFP  reserve  force.  Unlike  the  ICHDF  under  Marcos, 
the  CAFGU  is  officially  part  of  the  regular  reserve  force  and  not  simply 
a  paramilitary  unit  organized  specifically  for  counter-insurgency  oper- 
ations. The  CAFGU  is  one  of  the  major  auxiliary  forces  imder  the  oper- 
ational control  of  the  military  and  police  forces  aside  from  the  Civilian 
Volunteer  Organizations  (CVOs).  As  part  of  the  AFP,  the  CAFGUs  fall 
within  the  military  chain-of-command,  subject  to  military  laws,  rules, 
and  regulations.  Under  RA  7077,  CAFGU  members  imdergo  formal 
basic  military  training  for  a  period  or  not  more  than  six  (6)  months, 
including  courses  on  moral  values,  patriotism,  discipline,  support  and 
adherence  to  the  Constitution,  and  human  rights. 

The  CAFGUs  are  to  perform  essentially  four  (4)  functions,  name- 
ly: (1)  help  maintain  peace  and  order,  (2)  address  local  insurgency 
threats,  (3)  participate  in  socio-economic  development,  and  (4)  assist 
in  relief  and  rescue  operations.^^  Since  the  AFP  considers  the  Commu- 
nist movement,  the  secessionist  groups  from  the  South  {i.e.,  elements 
of  the  MILF  and  the  Abu  Sayaf  Group  or  ASG),  and  terrorist  elements 
(i.e.,  the  Jemaah  Islamiyah  or  JI)  as  major  threats  to  Philippine  national 
security,  the  CAFGU  remains  an  important  part  of  the  AFP  and  its  de- 
fense strategies. 


"  Section  4,  Article  XVI  states:  "The  Armed  Forces  of  the  Philippines  shall  be  composed  of  a  citizen  armed 
force  which  shall  undergo  niilitanj  training  and  serve,  as  may  be  provided  by  laiv.  It  shall  keep  a  regular 
armed  force  necessary  for  the  security  of  tije  State. " 

Section  4,  Article  11  mandates:  "The  prime  duty  of  the  Government  is  to  serve  and  protect  the  people. 
The  Government  may  call  upon  the  people  to  defend  the  State  and,  in  the  fulfUlnwnt  thereof  all  citizens 
may  be  required,  under  conditions  provided  by  law,  to  render  personal  military  or  civil  seroice." 
^'  Daniel  Lucero,  "The  CAFGU  Active  Auxilian/:  Their  Role  in  Counterinsurgency".  (A  Lecture  deliv- 
ered at  the  Round  Table  Discussions  on  the  Role  of  CAFGUs  and  CVOS  in  Countering  Terror- 
ism and  Insurgency  in  the  Philippines  organized  by  the  Philippine  Institute  lor  Peace,  Violence 
and  Terrorism  Research  held  at  the  AFP  Commissioned  Officers  Club  on  9  October  2009). 
Joel  Joseph  A.  Cabides,  "Citizens  Aniwd  Force  Geographical  Units:  Us  Relevance  to  National  Secu- 
rity" (MA  Thesis,  National  Defense  College  of  the  Philippines,  2002);  Hermenegiido  Navarro, 
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3.  Special  Civilian  Armed  Forces  Geographical  Unit  Active  Auxil- 
iary (SCAA) 

There  are  also  SCAAs,  units  raised  primarily  to  protect  private 
corporations,  business  entities,  and  the  interests  of  Local  Government 
Uruts  (LGUs)  as  regards  law  and  order  and  counter-insurgency.  This 
group  was  established  after  a  congressional  military-budget  cut,  espe- 
cially for  the  CAFGU  program.  Like  the  CAAs,  SCAAs  are  subject  to 
military  discipline  and  the  Articles  of  War.  However,  xmlike  the  CAAs, 
their  primary  function  is  to  protect  private  or  LGU  property  and  inter- 
ests. Thus,  their  equipment  {i.e.,  gims  and  ammunition)  and  even  their 
allowances  are  provided  by  either  the  private  business  or  the  LGU  they 
serve.  Consequently,  the  very  establishment  of  SCAAs  provided  a  le- 
gal facade  for  the  private  armies  that  should  be  abolished  as  mandated 
by  the  1987  Constitution. 

4.  Civilian  Volunteer  Organizations  (CVOs) 

Another  group  that  has  a  complicated  relationship  with  the  state 
is  the  Civilian  Volunteer  Organization  (CVO).  Basically,  the  CVOs  pro- 
vide community  or  local  protection.  Its  members  are  the  local  Barangay 
Tanod  (or  the  Village  Watch).  They  are  tasked  as  the  commtinity-level 
crime  prevention,  monitoring,  and  coordinating  mechanism  of  the  lo- 
cal Peace  and  Order  Council  (POC).  They  augment  police  work  by 
acting  as  neighborhood  watch  groups  and  they  provide  support  and 
implement  local  peace,  order,  and  security  and  development  projects. 

However,  unlike  the  CAAs  and  SCAAs,  the  CVOs'  mandate  is  to 
provide  unarmed  civilian  assistance  in:  (1)  intelligence  and  informa- 
tion gathering,  (2)  neighborhood  watch  locally  known  as  'rondas',  (3) 
medical,  traffic  or  emergency  situations,  (4)  identification  and  imple- 
mentation of  community  development  projects,  and  (5)  gathering  of 
relevant  information  and  data  as  inputs  to  peace  and  order  planning 
and  research  activities.^^  In  October  2006,  then  President  Gloria  Maca- 
pagal-Arroyo  (PGMA)  issued  Executive  Order  No.  546  (E.O.  546), 


]t,  "An  Assessment  of  the  Effectiveness  of  CAFGU  Active  Aiixilinnj  as  Part  of  tlie  Territorial  Defense 
System  in  Southern  Luzon"  (MA  Thesis,  National  Defense  College  of  the  Philippines,  2004). 
CCPR,  Consideration  of  Reports  Submitted  by  Stales  Pariies  under  Article  40  of  the  Covenant: 
The  Philippines:  Geneva:  United  Nations  Covenant  on  Civil  and  Political  Rights,  2002. 


30 


THE  INDONESIAN  QUARTERLY,  Vol.  39,  No.  1,  2011 


which  directed  the  Philippine  National  Police  (PNP)  to  take  an  active 
role  in  internal  security  concerns.  The  EO  authorized  the  PNP  to  depu- 
tize Bamngay  Tanods  as  'force  multipliers'  and  use  them  in  the  imple- 
mentation of  peace  and  order  in  the  LGUs. 

Though  the  role  of  CVOs  is  to  provide  unarmed  peace  and  order 
management,  they  also  have  been  involved  in  the  implementation  of 
OPLAN  Bantay  Laya  (or  Operation  Plan  Freedom  Watch),  the  erstwhile 
counter-insurgency  strategy  of  the  AFP^^  They  are  part  of  the  Integra- 
ted Territorial  Defense  System  (ITDS),  which  aims  at  securing  and  iso- 
lating the  locality  from  enemy  influence,  re-incursion  or  re-entry.  Even 
with  their  involvement  with  the  ITDS,  CVOs  are  not  supposed  to  per- 
form military  operations  precisely  because  they  are  not  supposed  to 
be  armed.  However,  there  have  been  reports  that  CVOs  carry  high-po- 
wered arms  {i.e.,  M16,  M14,  and  even  Ml  Garand  rifles).  In  Mindanao 
for  instance,  CVOs  are  involved  as  'private  armies'  of  some  local  politi- 
cians and  are  armed  with  RPG  launchers  and  M-79  grenade  launchers. 

Private  Armies 

Private  armies  are  similar  to  the  armed  auxiliaries  raised  by  land- 
lords or  corporations  prior  to  independence  in  1946.  However,  they 
differ  in  the  entity  they  support.  Armed  auxiliaries  were  meant  to  sup- 
port the  state  and  actually  used  by  the  state  against  rebel  groups,  while 
private  armies  are  used  by  whoever  created  them  for  the  promotion  of 
their  creator's  personal  interests. 

Membership  of  CVOs  in  private  armies  was  brought  to  the  pub- 
He's  attention  due  to  the  alleged  massacre  of  fifty-seven  (57)  people  in 
Mindanao's  Maguindanao  Province.  The  victims  include  the  wife  of 
Buluan  town  Vice  Mayor  Esmael  'Toto'  G.  Mangudadatu  (a  member  of 
the  Mangudadatus,  a  rival  clan  of  the  alleged  perpetrator  Ampatuan 
clan)  in  the  town  of  Ampatuan  on  23  November  2009.  Their  convoy, 
which  included  thirty  (30)  journalists  and  two  (2)  lawyers,  were  on 
their  way  to  file  the  certificate  of  candidacy  for  ARMM-'^  governor  of 
Vice  Mayor  Mangudadatu  when  they  were  liijacked  by  a  large  group 


Operation  Bniitay  Laya  has  been  superseded  by  Operation  Bayauiimn  by  incumbent  President 

Benigno  S.  Aquino  III. 
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of  heavily  armed  men.  Datu  Unsay  town  Mayor  Andal  Ampatuan, 
Jr.,  is  the  principal  suspect  in  the  above  massacre.  The  Ampatuans  is 
the  ruling  clan  in  Maguindanao  since  the  late  former  President  Cory 
Aquino  appointed  the  elder  Ampatuan  (Andal  Ampatuan,  Sr.)  as  Offi- 
cer-In-Charge  (OIC)  of  Maguindanao  following  the  wholesale  removal 
of  local  government  executives  who  served  during  the  Marcos  admi- 
nistration as  part  of  the  Aquino  government's  reform  agenda.  The  Am- 
patuans aligned  themselves  with  Aquino  against  Marcos  in  the  snap 
elections  of  February  1986.  The  Ampatuans  have  since  maintained 
their  dominant  status  with  the  governors  of  both  Maguindanao  pro- 
vince and  the  ARMM  as  both  are  clan  members. 

The  massacre  was  allegedly  perpetrated  by  the  private  army  of 
the  Ampatuans  that  included  members  of  the  PNP  and  the  Philippine 
Army  (PA).  It  was  reported  that  the  private  army  consisted  of  CAF- 
GUs  and  CVOs  which  were  operating  as  auxiliary  paramilitary  units 
of  the  PNP  and  PA.  There  were  some  allegations  that  the  "official  desig- 
nation and  government  financing  of  the  Ampatuan  private  army  as  CVO  and 
CAFGU  para-military  auxiliaries  of  the  AFP  and  PNP  are  in  line  with  the 
national  internal  security  plan  called  Oplan  Bantay  Laya.  This  has  been  de- 
signed and  directed  by  the  US  under  its  global  war  on  terror  policy. ""^^  After 
the  massacre,  PGMA  declared  Martial  Law  in  Maguindanao  through 
Proclamation  No.  1959. 

According  to  the  AFP,  there  are  about  seventy-three  (73)  private 
armies  in  the  country,  including  that  of  the  Ampatuans;  and  forty-two 
(42)  partisan  armed  groups  (PAGs)  operating  in  Maguindanao,  nine 
(9)  of  which  are  under  the  control  of  the  Ampatuans.^^  The  PAGs  is 
composed  of  either  policemen  or  soldiers  assigned  as  security  escorts 
of  government  officials.  The  above  illustrates  an  irregular  situation 
wherein  private  security  is  provided  by  persons  who  are  in  fact  in  the 
active  service  of  one  of  the  state's  imiformed  services.  As  such,  these 
armed  groups  put  the  state  in  a  compromised  and  embarrassing  posi- 
tion when  private  interests  involved  lead  to  violations  of  national  laws 
as  well  as  international  human  rights  norms. 


Jose  Maria  Sison,  "The  Structure  of  Reactionary  Violence  and  Human  Rights  Violations  in  the 
Philippines  Statements/'  accessed  on  26  March  2010,  htlp://zumel.com/index.php?oplion=com_ 
content&task=view&id=722&[temid=29. 
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The  State  of  Private  Security  Provision  in  the  Philippines 

The  legal  status  of  PMSCs  is  based  on  existing  Philippine  laws.  The 
problem  appears  not  to  lie  on  their  creation,  but  on  their  use  in  violation 
of  applicable  laws.  These  groups  have  been  gravely  misused  by  local 
officials,  who  under  the  law  are  intimately  connected  with  the  creation, 
management,  and  mobilization  of  these  PMSCs.  A  simple  reading  of 
the  laws  shows  that  even  as  early  as  the  establishment  of  the  ICHDF, 
the  local  officials  already  had  an  important  role  to  play  in  shaping  these 
local  armed  groups  by  having  the  power  to  determine  their  composi- 
tion. This  process  makes  it  inevitable  that  the  individuals  chosen  to  con- 
stitute these  groups  are  either  loyal  supporters  of  these  local  officials,  or 
will  feel  beholden  to  the  official/s  who  the  recruits  think  caused  their 
employment.  The  broader  context  of  the  patron-client  structure  of  Phil- 
ippine politics  only  reinforces  these  outcomes.  As  clients,  PMSC  mem- 
bers logically  would  do  as  their  patrons  require  or  desire. 

Furthermore,  these  groups  were  designed  by  law  to  be  imder  the 
command  of  a  military  that  is  struggling  with  its  own  internal  factions 
based  on  "loyalties  to  military  or  civilian  patrons,  military  academy  class 
ties,  linguistic  differences,  and  generational  differences."^^  Prior  to  1986, 
there  was  a  faction  of  Marcos  'loyalists';  another  loyal  to  Juan  Ponce 
Enrile  (then  Defense  Minister)  or  to  Fidel  V.  Ramos  (then  PC  Chief). 
There  is  also  an  alleged  officer  cleavage  between  the  graduates  of  the 
Philippine  Military  Academy  (PMA)  and  the  reserve  and  noncommis- 
sioned officers.  Other  cleavages  include  inter-service  rivalry  within  the 
AFP  -  between  the  army,  air  force,  navy,  and  before  the  separation  of 
the  police  from  the  military,  also  the  former  PC.  Such  distinct  military 
cleavages  and  the  military's  internal  problems  including  corruption 
helped  pave  the  way  for  the  local  officials  to  step  in  and  build  their  ties 
with  these  military  factions  by  selecting  their  own  people  as  members 
of  these  local  armed  groups. 

The  Maguindanao  Massacre  presents  a  good  illustration  of  how 
these  local  PMSCs  charged  with  an  original  'legal'  security  mandate 
can  mutate.  The  patronage  system  involving  local  government  officials 
and  the  local  PMSC  groups  is  perpetrated  because  of  the  failure  of  the 


"Civil-Military  Relations,"  accessed  26  March  2010,  http://countryslTjdies.us/philippines/89. 
htm. 
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state  to  undertake  its  obligations  to  enforce  its  laws,  properly  train  its 
security  forces,  and  adequately  provide  for  the  basic  needs  and  profes- 
sional requirements  of  the  regular  security  forces.  Culture,  customs, 
and  traditions  are  only  factors  that  aggravate  rather  than  cause  the 
problem.  If  the  Philippine  government  can  provide  the  proper  train- 
ing, equipment,  income,  and  support  to  its  security  forces,  then  the 
patronage  and  influence  of  the  local  officials  will  be  less  alluring.  Sec- 
ondly, if  local  government  officials  tmderstood  what  their  obligations 
and  responsibilities  were,  then  they  would  be  mindful  of  the  extent 
of  the  legal  power  they  wield  over  these  groups.  Lastly,  beyond  the 
proper  implementation  of  the  laws,  there  is  also  the  problem  of  ad- 
ministration of  justice.  Despite  the  numerous  laws  on  ethics  and  ac- 
countability of  government  officials,  weak  law  enforcement  enables 
culprits  to  escape  from  the  sanctions  prescribed  for  violators.  Hence, 
the  problem  associated  with  the  presence  and  activities  of  PMSCs  in 
the  Philippines  appears  to  be  a  whole-of-government  problem  and  no 
less  than  a  whole-of-government  or  even  a  whole-of-society  approach 
hold  the  solution. 

Concluding  Remarks  and  General  Recommendations 

Addressing  the  problems  posed  by  PMSCs  effectively  will  require  re- 
building the  security  sector  through  a  comprehensive  security  sector 
reform  program  that  includes  a  whole-of-goverrmient  or  even  a  whole- 
of-society  approach.  There  obviously  exists  a  dysfunctional  security 
sector  that  is  performing  tasks  other  than  what  and  how  these  tasks  are 
to  be  undertaken.  The  military  and  the  police  are  a  source  of  insecurity, 
having  been  involved  in  the  violation  of  human  rights  and  possibly  of 
international  humanitarian  law.  This  state  of  affairs  clearly  presents  an 
obstacle  to  the  promotion  of  democracy  and  peace,  both  of  which  are 
crucial  in  bringing  about  sustainable  development. 

SSR  should  include  democratic  principles  of  governance  such  as 
transparency,  accountability  and  responsibility  in  the  provision  of  se- 
curity to  the  people  and  the  state.  This  can  include  amendments  to  per- 
tinent laws  providing  specific  guidelines  on  how  each  security  sector 
actor  will  perform  its  task  effectively  and  with  integrity.  Alternatively, 
supplementary  laws  embodying  the  guidelines  for  each  of  the  security 
sector  actors  can  be  adopted.  Moreover,  the  military,  as  the  institution 
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directly  exercising  control  over  the  local  PMSCs  must  conduct  regular 
performance  audits  of  every  recruit /member  of  these  PMSCs  to  deter- 
mine who  stays  in  the  service. 

Additionally,  the  Office  of  the  Judge  Advocate  General  (JAGO)^^ 
in  the  AFP  should  likewise  take  its  disciplinary  powers  seriously.  This 
will  require  its  members  to  overcome  the  'closer  than  brothers'  tie  and 
ignore  the  mistah^"  mentality.  The  uniqueness  and  rigors  of  the  military 
fimction  require  its  members  to  possess  a  degree  of  discipline  not  com- 
mon in  the  ordinary  citizen.  Thus,  the  military  justice  system  tends  to 
use  more  stringent  procedures. 

As  an  oversight  body,  the  Office  of  the  Ombudsman  is  expected  to 
investigate  and  file  cases  against  errkig  government  officials.  Its  insti- 
tutional and  functional  independence  is  meant  to  insulate  it  from  any 
form  of  influence  that  can  prevent  it  from  performing  its  job  properly. 
This  can  be  ensured  by  appointing  individuals  of  unquestionable  char- 
acter and  competence  to  this  office. 

As  far  as  the  private  security  agencies  are  concerned,  although 
R.A.  5487  provides  the  PNP  authority  to  issue  the  permits  and  Licenses 
to  operate  these  PSAs,  it  appears  that  this  police  function  is  not  being 
properly  performed.  The  responsible  FNP  office  has  only  two  (2)  to 
three  (3)  poUce  officers  to  perform  the  gargantuan  task  of  processing 
the  issuance  of  permits  to  coimtless  PSAs  as  well  as  monitor  their  op- 
eration. Personnel  and  other  resources  play  a  crucial  role  in  achieving 
a  well-functioning  security  sector. 

Other  institutions  outside  the  uniformed  services  also  play  a  cru- 
cial role  in  reforming  the  security  sector.  These  include  the  security 
management  and  oversight  committees,  justice  and  law  enforcement 
institutions,  as  well  as  societal  institutions  such  as  human  rights  and 
peace  advocates,  media,  and  academe.  Without  serious  attention  to  SSR, 
the  Philippines  is  likely  to  witness  the  recurrence  of  the  same  problems 
associated  with  PMSCs,  other  security  sector  actors,  and  other  aspects 
of  security  sector  governance  for  the  foreseeable  future.  Neighbors  in 
Southeast  Asia  facing  similar  challenges  in  security  sector  governance 
can  benefit  from  the  Philippine  case. 


AFP  office  thai  hears  cases  for  violations  of  the  Articles  of  War  filed  against  erring  members  of 
the  military. 

Refers  to  classmates  at  the  PMA. 


Caught  Between  the  Dragon  and  the  Eagle: 
The  Limits  of  ASEAN's  Hedging  Strategy 

Michael  Sianipar 


Introduction 

The  rise  of  China  in  both  the  economic  and  military  terms  has  attracted 
wide  speculations  among  scholars  and  observers  alike  of  the  impend- 
ing advent  of  a  G-2'global  governance  era  under  the  United  States  of 
America  and  the  People's  Republic  of  China.  It  is  an  overstatement  to 
say  that  China  has  attained  a  level  of  global  authority  on  parity  with 
that  of  the  United  States.  In  fact  the  Chinese  government  has  expressed 
wariness  of  the  G-2  term,  stating  that  China  is  still  a  developing  coun- 
try that  needs  to  consolidate  its  economic,  military,  and  diplomatic 
role  firmly  before  aspiring  to  achieve  such  status  and  responsibility.^ 
Nevertheless,  Chinese  influence  throughout  all  corners  of  the  globe 
has  been  rapidly  increasing  in  scale.  This  is  especially  true  in  the  Asia 
Pacific  region. 
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Unlike  advanced  economies  of  Japan  and  South  Korea,  the  South- 
east Asian  states  circle,  known  formally  as  the  Association  of  Southeast 
Asian  Nations  (ASEAN),  is  put  in  a  particularly  complicated  situation 
as  it  adapts  to  the  new  order  of  regional  superpower  relations.  ASEAN 
states  are  relatively  weak  and  fragmented.  The  orgaruzation  is  com- 
prised of  states  with  almost  absent,  loose,  or  strengthening  political 
and  military  ties  with  the  U.S..  Consequently,  their  response  to  the  rise 
of  China  should  be  evaluated  with  a  careful  analytical  basis  as  these 
states  try  to  balance  the  influence  of  the  two  powers  while  conmiit- 
ting  themselves  to  neither.  On  the  one  hand.  Southeast  Asian  states 
hold  mistrusts  against  China  on  political  and  historical  grotmds.  Over 
time,  however,  China  has  been  able  to  assuage  this  fear  by  launching  a 
"charm  offensive"  and  soft-power  diplomacy  equipped  with  economic 
incentives  centered  on  lucrative  trade  opportunities  Chinese  burgeon- 
ing market  offers.  On  the  other  hand,  the  states  in  the  region  realize 
that  as  China  grows  it  inevitably  needs  more  space  in  the  region  and 
would  eventually  push  aside  ASEAN's  interests  and  limit  ASEAN's 
flexibility.  ASEAN  states  in  turn  look  to  the  U.S. — ^which  for  many  has 
been  the  prime  traditional  ally  in  the  region — as  a  reliable  offshore  bal- 
ancer that  would  constantly  check  China's  growing  appetite  for  influ- 
ence in  its  own  backyard. 

The  U.S.-China  competition  over  influence  in  the  region  has  be- 
come more  palpable.  As  ASEAN  Secretary  General,  Surin  Pitsuwan, 
acknowledged,  "The  U.S.  and  China  rivalry  will  play  out  in  ASEAN."^ 
China  sees  strategic  interests  in  forming  closer  ties  with  ASEAN  states. 
Examining  the  geopolitics  of  the  Asia-Pacific  region,  former  Chinese 
Vice  Foreign  Minister  Wang  Yi  recognized  that  China  faces  "strong, 
major-power  neighbors  to  the  east,  north,  and  west  and  can  only  take 
initiatives  and  influence  others  in  the  ASEAN  region.  "^^  The  U.S.,  too, 
has  once  again  paid  greater  attention  on  Southeast  Asia.  After  being 
preoccupied  with  the  Middle  East  for  most  of  the  past  decade,  the  U.S. 
has  turned  back  its  head  toward  East  Asia.  Following  the  dispute  over 
the  Spratly  Islands  in  the  South  China  Sea  earlier  in  2010,  U.S.  Secretary 


'  Stanley  A.  Weiss,  "Rowing  Between  Two  Reefs,"  The  New  York  77»/fs,  30  August  2010,  http:// 
www.nytimes.com/. 

Ming  Wan,  "Tlie  Great  Recession  and  China's  Policy  toward  Asian  Regionalism,"  Asian  Sinvcy 
50(3):  527. 
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of  State  Hillary  Clinton  noted  that  "the  United  States  is  back  in  Asia.  [. 
.  .]  We  are  back  to  stay.'"*  Southeast  Asian  nations  identify  U.S.-China 
rivalry  in  the  region  as  both  a  challenge  and  an  opportunity,  avoiding 
to  take  side  so  as  to  maintain  good  relations  and  strong  economic  and 
political  ties  with  both.  As  the  Indonesian  President  Yudhoyono  in- 
sisted, "They  have  their  rivalry,  but  we  should  be  friendly,  neutral,  and 
open  with  them."^  The  hedging  strategy  ASEAN  has  pursued  thus  far, 
however,  will  not  be  sustainable  in  the  long  rim  as  future  contingencies 
might  require  them  to  lean  to  one  over  another. 

This  article  begins  by  looking  at  the  rising  Chinese  influence  in 
Southeast  Asia.  The  growth  of  China- ASEAN  trade  and  regional  mul- 
tilateral fora  as  well  as  the  rise  of  Chinese  nationalism  will  be  examined 
to  grasp  the  shifting  focus  of  China's  foreign  policy  toward  Southeast 
Asia.  The  development  of  the  Chinese  military,  of  particular  impor- 
tance is  the  People's  Liberation  Army  Navy  (PLAN),  also  has  a  strong 
impact  on  regional  security  calculus.  This  is  followed  by  a  discussion 
on  the  major  test  case  in  China- ASEAN  relations:  the  territorial  dispute 
over  Spratly  Islands.  Here,  the  role  of  the  U.S.  as  an  offshore  balancer 
is  exemplified  clearly  as  ASEAN  attempts  to  hedge  between  the  two 
powers.  The  penultimate  section  provides  a  discussion  on  whether 
ASEAN  has  acted  as  an  agent  and  mediator  in  the  U.S.-China  rivalry 
or  merely  as  an  entity  caught  in  between  the  dragon  and  the  eagle.  The 
article  concludes  by  arguing  that  not  only  the  claim  that  ASEAN  has 
been  an  effective  norm-entrepreneur  in  shaping  a  new  regional  order 
is  dubious,  ASEAN's  hedging  strategy  has  not  achieved  a  sustainable 
level  for  regional  stability. 

Understanding  China's  Rising  Influence 

The  theoretical  lens  used  in  this  article  to  examine  China's  rise  in 
Southeast  Asia  highlights  the  complexity  of  three-factors  interaction 
that  produce  a  confluence  of  either  additive  or  negating  effects  on 
China's  ASEAN  policy  as  well  as  the  corresponding  ASEAN's  threat 
perception.  These  factors  can  be  categorized  according  to  three  ma- 


'  Hillary  R.  Clinton,  "Remarks  on  Regional  Architecture  in  Asia,"  Honolulu,  Hawaii,  12  January 
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jor  theoretical  perspectives:  liberal-institutionalism,  realism,  and  con- 
structivism. 

First,  China's  rise  in  Southeast  Asia  is  to  a  great  extent  an  econom- 
ic phenomenon.  ASEAN  started  to  put  aside  its  "China  threat"  percep- 
tion since  the  1997-1998  Asian  Financial  Crisis  when  China's  action  was 
seen  as  conducive  for  the  recovery  of  ASEAN  states  suffering  from  the 
crisis.^  China's  charm  offensive  has  also  reframed  the  place  of  China  in 
Southeast  Asia  as  an  economic  opportunity.  Prime  Minister  Wen  Jiabao 
stated  that  China  acts  as  a  friendly  and  benevolent  "elephant"  in  the 
room.^  In  ASEAN-China  Nanning  Summit  2006,  Wen  imderscored  that 
the  relations  between  the  two  entities  is  at  their  "historic  best."  China 
sees  the  region  as  an  accessible  source  of  natural  resources  needed  to 
fuel  China's  rapidly  growing  industrial  sector.  ASEAN  also  provides 
a  huge  market  of  500-million  consumers  for  Chinese  goods  of  lower 
quality  that  cannot  make  it  into  European  or  American  markets.  This 
view  is  reciprocated  by  ASpAN  states  that  perceive  China  as  a  mar- 
ket opportunity  for  their  goods  and  investment.  Since  the  early  1980s, 
ASEAN  has  invested  approximately  US$48.5  billion  in  the  emerging 
Chinese  economy^  Further,  the  recent  global  financial  crisis  has  consol- 
idated China's  position  as  the  leading  economic  engine  in  the  region. 
With  the  unfolding  of  the  global  financial  crisis  China  has  practically 
become  ASEAN's  largest  trading  partner.^ 

From  a  liberalist  perspective,  China-ASEAN  economic  interde- 
pendencies  promote  mutual  engagement  to  deepen  diplomatic  and 
political  interactions.  While  some  worry  about  China's  economic  le- 
verage over  the  region,^"  others  see  interdependencies  as  an  advanta- 
geous win-win  game.  Accordingly,  ASEAN  states  also  tend  to  down- 
play U.S.-China  rivalry  so  as  not  to  jeopardize  ASEAN  and  China's 


'  Ian  Storey,  "The  United  States  and  ASEAN-China  Relations,"  Strategic  Studies  Institute,  October 
2007, 3. 
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''  Martin  Ott,  "While  Worried  About  An  Aggressive  China,  Asean  Remains  Wary  of  a  US  Role," 
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674,  2006.  In  addition,  the  recent  ASEAN-China  FTA  implementation  starting  early  this  year 
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common  interest  in  the  continued  flow  of  capital,  goods,  and  services 
in  the  region. 

The  second  important  factor  in  tmderstanding  the  U.S.-China  ri- 
valry and  its  implications  on  Southeast  Asia  is  the  geographical  distri- 
bution of  power.  Robert  Ross  contends  that  U.S.-China  rivalry  is  an  ex- 
ample of  a  competition  between  a  land  power  and  a  maritime  power, 
in  which  their  power  identity  is  determined  by  the  geopolitical  cir- 
cumstances that  favor  one  type  of  power  over  another.  Historically,  a 
land  power  faces  difficulties  to  engage  in  a  naval  competition  against  a 
maritime  power;  as  a  well-known  19"^  century  American  geostrategist 
Alfred  Thayer  Mahan  insisted:  "history  has  conclusively  demonstrated 
the  inability  of  a  state  with  even  a  single  continental  frontier  to  com- 
pete in  naval  development  with  one  that  is  insular,  although  of  smaller 
population  and  resources."  A  land  power  faces  internal  threats  absent 
in  a  maritime  power's  geopolitical  calculation  that  require  the  state  to 
reinforce  continentaMefenses  and  sacrifice  naval  development." 

The  Chinese  geopolitical  context  is  further  complicated  by  its  pos- 
session of  one  of  the  longest  land  borders  in  the  world  adjoining  four- 
teen different  countries,  four  of  which  owns  nuclear  weapons.  His- 
torically, challenges  to  the  Chinese  D5masties  came  from  the  interior, 
which  is  proven  to  be  difficult  to  defend.  During  the  heyday  of  the 
Ming  D)masty,  Admiral  Zheng's  gigantic  "treasure  fleet"  that  sailed 
as  far  as  Africa  had  to  be  abandoned  after  fierce  opposition  from  Ming 
mandarins  concerned  with  interior  defenses  from  barbarian  invasions. 
Despite  having  resolved  land  border  disputes  and  maintained  good 
relationships  with  its  land  neighbors,  modern  day  China  still  upholds 
a  bias  toward  a  land-based  military  The  Chinese  PLA  army  takes  up 
two-third  of  the  PLA's  total  forces,  whereas  the  PLAN  consists  only 
one-tenth  of  the  PLA's  total  forces.^^  Aaron  Friedberg  identities  schol- 
ars like  Ross  and  Michael  McDevitt  as  "realist  optimists"  who  believe 
"that  geography  will  greatly  enhance  the  stability  of  the  emerging 
U.S.-China  relationship."  As  a  maritime  power,  the  U.S.  influence  will 
hold  sway  in  offshore  island  states  in  Asia-Pacific  and  the  South  China 
Sea  region  while  China  will  aim  to  create  its  own  sphere  of  irifluence 


"  Robert  Ross,  "China's  Naval  Nationalism,"  International  Security  34(2):  47-49,  2009. 
Ross,  "China's  Naval,"  55-56. 
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over  continental  Southeast  Asia."  The  U.S.  and  China  can  avoid  over- 
lapping interests  in  the  region  and  thus  maintain  a  balanced  regional 
security. 

This  optimism,  however,  is  questionable.  There  is  no  guarantee 
that  China  will  remain  satisfied  in  the  long  rim  with  a  navy  that  is 
merely  adequate  for  defensive  purposes  but  lacking  in  long-distance 
power-projection  capabilities.  Further,  as  the  Spratly  case  and  other  re- 
gional issues  demonstrate,  the  geopolitical  argument  realist  optimists 
promote  risks  being  too  parsimonious.  They  should  avoid  deriving 
too  much  predictive  power  from  the  distinction  between  a  continen- 
tal Southeast  Asia  and  a  maritime  Southeast  Asia.  China  to  date  has 
imdeniably  exerted  greater  influence  over  continental  Southeast  Asian 
states  such  as  Myanmar,  Laos,  Cambodia,  and  Vietnam.  China's  recent 
naval  development,  however,  will  extend  its  influence  toward  mari- 
time Southeast  Asia  through  both  traditional  and  non-traditional  naval 
cooperation.  In  fact,  China  has  stabilized  relations  with  its  land  neigh- 
bors and  shifted  attention  toward  maritime  defenses.  Although  some 
realists  would  argue  that  it  is  impossible  to  predict  the  sustainability  of 
the  good  relations  China  has  with  its  land  neighbors,  it  is  legitimate  to 
insist  that  China  regards  U.S.  naval  and  air  forces  in  the  Pacific  region 
as  more  threatening  to  its  national  security,  especially  when  it  comes 
to  the  possibility  of  a  Taiwan  contingency.  As  scholar  Ye  Zicheng  ob- 
served, "Currently,  the  main  threats  to  China's  national  security  are 
from  a  maritime  direction."^^  Robert  Kaplan  expresses  agreement  and 
adds  that  China's  maritime  strategic  calculation  is  driven  by  the  "need 
to  secure  energy,  metals  and  strategic  minerals  in  order  to  support  the 
rising  living  standards  of  its  immense  population."'^  China  wants  to 
break  out  of  its  dependency  on  the  U.S.  Navy  protection  of  sea-lanes  to 
secure  trade  flows  in  the  region.'^  The  need  to  develop  naval  capabili- 
ties is  also  propelled  by  China's  redefinition  of  its  global  role.  China 
needs  to  take  a  greater  role  in  providing  security  as  a  public  good.'"  He 
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further  notes  that  this  emergence  of  Chinese  military  efficacy  meets 
least  resistance  from  Southeast  Asian  states. 

To  expand  its  security  parameter,  China  needs  to  ensure  great- 
er flexibility  of  action  and  power-projection.  The  Pacific's  first  island 
chain,  however,  serves  as  a  hurdle  for  that  capability  since  these  territo- 
ries are  controlled  by  U.S.-allied  states  who  are  likely  to  favor  continued 
U.S.  naval  primacy.  The  first  island  chain,  as  James  Holmes  and  Toshi 
Yoshihara  of  the  U.S.  Naval  War  College  term  it,  practically  serves  as 
a  "Great  Wall  in  reverse. "^^  China's  maritime  strategy  has  focused  on 
building  submarine  forces  to  counter  and  penetrate  U.S.  naval  encir- 
clement.^" These  submarines  are  a  cost-effective  and  significant  coim- 
terbalance  to  threaten  U.S.  surface  fleets  and  aircraft  carriers  sailing  in 
the  region.^^  China  has  also  developed  new  anti-ship  technology  and 
stealth  fighters.  In  fact,  the  testing  of  China's  stealth  fighter  in  January 
this  year  coincides  with  U.S.  Secretary  of  Defense  Robert  Gates  visit  to 
China,  thus  giving  j^stronger  signal  of  China's  military  confidence.^ 
Nevertheless,  as  Ross  contends,  China's  current  naval  approach  is  in- 
adequate "to  challenge  U.S.  dominance  of  regional  sea-lanes  and  the 
security  of  its  regional  strategic  partners,  including  Japan,  Singapore, 
and  other  countries  in  maritime  Southeast  Asia."  h\  order  to  break  the 
encirclement,  China  sees  that  the  South  China  Sea  is  the  weakest  point 
in  the  "Great  Wall  in  reverse"  from  which  its  navy  can  begin  reaching 
further  into  the  ocean  for  power-projection  capabilities. 

China's  current  naval  build-up  will  enable  China  to  make  the 
South  China  Sea  its  own  just  as  the  U.S.  made  the  Caribbean  its  own 
in  the  past.^  To  echo  John  Mearsheimer,  as  a  hegemon  of  the  Western 
Hemisphere,  the  U.S.  would  want  to  prevent  China  from  becoming 
the  hegemon  of  Asia.^*  Though  the  U.S.  might  have  had  its  own  Mon- 
roe Doctrine  and  Roosevelt  Corollary  in  the  past,  it  will  strive  to  deny 
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China  the  chance  to  do  today  what  the  U.S.  did  towards  the  Caribbean 
and  Latin  America.  Thus,  from  this  realist  perspective,  Chinese  naval 
build-up  will  shift  the  balance  of  power  in  the  South  China  Sea  and 
will  incubate  threat  perception  on  the  part  of  ASEAN  states  as  well  as 
invite  back  the  U.S.  to  defend  its  global  dominance. 

The  third  factor  is  a  constructivist  proposition  that  China  will  act 
as  a  status-conscious  power  desiring  a  place  in  the  sun.  Deborah  Larson 
and  Alexei  Shevchenko  borrow  the  Social  Identity  Theory  (SIT)  from 
social  psychology  to  explain  China's  behavior.  According  to  Larson 
and  Shevchenko,  SIT  suggests  that  "states  may  improve  their  status 
by  joining  elite  clubs,  trying  to  best  the  dominant  states,  or  achieving 
preeminence  outside  the  arena  of  geopolitical  competition. "^^  Moving 
away  from  materiaHstic  point  of  view,  these  status-seekers  would  eng- 
age in  symbolic  actions  "aimed  at  influencing  others'  perceptions,  as 
distinguished  from  the  search  for  raw  material  power.  "^^  Following 
a  series  of  unproductive  aggressive  gestures  in  the  mid-1990s,  China 
turns  from  social  competition  strategy  to  social  creativity,  which  Lar- 
son and  Shevchenko  believe  is  contained  in  the  New  Security  Con- 
cept. By  promoting  mutual  trust,  peaceful  coexistence,  and  confidence 
building,  China  acts  as  a  norm-entrepreneur  in  the  region.  This  policy 
was  given  teeth  as  China  engages  in  activities  deemed  benevolent  by 
the  regional  states,  such  as  its  involvement  in  alleviating  the  effects 
of  Asian  Financial  Crisis,  its  participation  in  the  ASEAN  Plus  Three 
(APT)  and  ASEAN  Regional  Forum  (ARF),  and  also  by  opening  its 
market  through  ASEAN-China  FTA  negotiation.  Larson  and  Shevcen- 
ko  insist  that  these  gestures  do  not  act  as  proofs  for  liberalist  argument 
of  institutional  primacy,  instead  the  Beijing  Consensus  that  China  has 
been  disseminating  "is  a  deliberate  effort  to  promote  its  'soft  power' 
by  emphasizing  the  appeal  of  the  Chinese  developmental  model,  gene- 
rous foreign  assistance,  and  benign  foreign  policy  in  diplomatic  forays 
into  the  developing  world."  The  U.S.-China  rivalry  in  Southeast  Asia, 
then,  is  not  merely  a  competition  over  distribution  of  material  power, 
whether  military  or  economic,  but  instead  a  battle  of  ideas  with  each 
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side  proposing  its  package  of  values  that  the  particular  state  wants  to 
promote  in  the  region.  The  notion  of  "China  threat/'  then,  can  only  ex- 
ist depending  on  how  the  actors  involved  make  of  it. 

The  flip  side  of  constructivism  comes  from  within,  which  is  Chi- 
nese nationalism — a  factor  that  is  fimdamentally  domestic-driven  but 
has  external  regional  repercussions.  Robert  Ross  argues  that  national- 
ism, not  security  concerns,  is  the  cause  that  has  been  driving  China's 
naval  ambition.^^  Unlike  the  SIT  discussed  previously,  naval  national- 
ism seeks  acknowledgment  of  the  nation's  prestige  from  domestic  au- 
dience and  not  from  international  actors.  The  nationalists  want  to  see  a 
strong  China;  whether  that  strong  China  is  loved  or  feared  by  its  neigh- 
bors— a  point  important  for  SIT  theorists — is  of  secondary  importance 
to  these  nationalists.  In  his  article,  Ross  brings  out  historical  examples 
of  the  same  nationalistic  fervor  driving  naval  developments:  Napo- 
leon's French  naval  build-up,  German  development  of  dreadnoughts 
prior  to  WWI,  and  als^)  the  Soviet  Union's  ambition  to  develop  its  fleet 
in  1972.  In  the  context  of  Japanese  naval  expansion,  military  national- 
ism gained  momentum,  trumped  politics,  and  drove  Japan  toward  im- 
perialistic expansionism.28  What  started  out  as  a  drive  for  legitimacy  at 
home  turned  into  an  aggressive  and  threatening  foreign  policy 

Ross  believes  that  Chinese  nationalism  drives  "widespread  pop- 
ular demand  for  construction  of  an  aircraft  carrier  and  a  large  blue- 
water  navy,"  which  are  "traditional  symbols  of  great  power  status." 
Ross  asserts  that  the  call  to  strengthen  security  over  trade  routes  and 
Chinese  maritime  interests — something  realists  would  imderline — ^is  a 
mere  pretext  for  naval  build-up  .^^  Instead,  it  is  the  domestic  desire  for 
prestige  and  great  power  status  that  motivate  the  public  to  demand  a 
blue-water  navy.  Analyst  Zhang  Wenmu  argues  that  naval  power  has 
a  greater  meaning  than  for  mere  military  purposes;  navy  is  also  a  "con- 
centrated expression  of  a  country's  comprehensive  national  power. "^° 

Territorial  disputes  in  the  South  China  Sea  over  the  Spratlys  have 
become  an  emotional  nationalist  concern  for  many  in  China.  Granted, 
these  islands  do  not  present  extremely  significant  strategic  value;  it 
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is  only  a  collection  of  small  islands  and  reefs  whose  size  is  not  suf- 
ficient to  project  massive  naval  capabilities.  The  resources  underneath 
this  territory  are  something  that  has  not  gone  beyond  mere  specula- 
tion, as  further  explorations  are  needed  to  ascertain  their  existence  and 
size.  As  nationalism  drives  greater  assertiveness  to  claim  the  disputed 
territory,  however,  China  will  need  a  stronger  navy  to  challenge  U.S. 
supremacy  in  the  region.  A  senior  scholar  at  the  Chinese  Central  Partjr 
School  believes  that  once  China  obtained  carrier  capabilities  it  would 
be  able  to  secure  this  territory  as  well  as  the  trade  routes  in  the  Malac- 
can  Strait.3^  Even  if  China's  naval  development  will  not  challenge  U.S. 
regional  maritime  security  in  the  short  run,  given  the  huge  gap  between 
the  navies,  Ross  insists  that  it  will  nevertheless  "challenge  U.S.-China 
diplomatic  cooperation.  "^^  Nationalism,  therefore,  will  shape  the  naval 
development  project  in  China,  push  for  assertive  foreign  policy,  build 
up  threat  perception  among  ASEAN  states,  and  politicize  U.S.-China 
relations  in  the  region  and  beyond. 

The  three  factors  mentioned  above  together  shape  China's  military 
and  foreign  policy  gestures,  primarily  in  Southeast  Asia.  These  factors 
interact  together  and  produce  either  additive  or  negating  effects.  At 
times,  trade  concerns  might  negate  Chinese  nationalism,  and  at  other 
times  the  opposite  is  the  case.  The  shift  in  Chinese  military  and  foreign 
policy  over  time  can  thus  be  explained  by  imderstanding  that  the  con- 
fluence of  these  factors  changes  over  time  producing  different  policy 
output.  How  this  interaction  changes  and  why  is  another  important 
question.  However,  this  article  will  only  look  at  Chinese  recent  behav- 
ior and  assume  that  Chinese  nationalism  has  taken  a  greater  role  in 
shaping  China's  ASEAN  policies.  It  is  necessary  to  now  turn  to  the  case 
of  territorial  dispute  over  the  Spratly  Islands  in  the  Souti-^  China  Sea. 

The  Spratly  Case:  US  as  an  Offshore  Balancer 

In  2005  a  Pentagon  report  gave  a  cautionary  note  to  the  rise  of  Cliiiiese 
military  and  influence  by  warning  that  "conflicts  to  ei\force  China's 
[territorial]  claims  could  erupt  in  the  future  with  wide  regional  reper- 
cussions." As  stated  earlier,  China  has  had  many  territorial  disputes  in 
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the  past.  Chinese  records  on  how  it  deals  with  these  disputes,  however, 
is  different  than  the  atmosphere  that  Pentagon  portrayed  in  its  report. 
China  made  substantial  compromises  and  settlements  in  many  of  its 
disputes.^^  M.  Taylor  Fravel  in  his  analysis  notes  that  these  concessions 
are  given  to  China's  land  neighbors  as  a  give-and-take  in  return  for  co- 
operation from  these  neighbors  to  prevent  China's  discontented  ethnic 
minorities  in  border  areas  from  receiving  logistical  and  organizational 
support  from  across  the  border. 

When  it  comes  to  territorial  disputes  over  maritime  islands,  Chi- 
na's compromising  attitude  is  limited.  The  recent  case  exemplifies  this 
clearly.  In  April  2010,  China's  PLA  Navy  conducted  naval  exercise  and 
brought  as  many  as  ten  ships  from  the  East  Sea  Fleet  all  the  way  to  the 
South  China  Sea  as  a  show  of  force  in  light  of  the  heightening  territo- 
rial dispute.^  An  observer  writes  that  this  kind  of  imnecessary  domesti- 
cally driven  assertiveness  has  caused  various  external  problems  with 
its  neighbors.  Further,^the  observer  notes,  "Few  Chinese  scholars  chal- 
lenged the  assertion  that  China's  claim  to  the  South  China  Sea  is  silly, 
imnecessarHy  provocative  and  not  in  conformity  with  the  Law  of  the 
Sea."  Even  in  multilateral  meetings  with  ASEAN  and  American  delega- 
tions present,  "as  soon  as  the  Chinese  leave,  ASEAN  officials  quickly  re- 
quest that  the  U.S.  remain  engaged  in  the  region  and  give  them  cover  as 
they  face  a  rising  China."  All  in  all,  the  PLA  has  grown  to  be  a  significant 
interest  group  in  both  China's  domestic  politics  and  foreign  policy-mak- 
ing.3^  This  is  in  line  with  Ross's  concerns  of  the  rise  of  naval  nationalism 
in  China.  The  difference  is  that  Ross  would  argue  that  this  behavior  is 
not  limited  to  the  PLAN  only  but  is  supported  by  a  wider  audience. 
China's  behavior  over  the  Spratlys  draws  concerns  in  the  region  and  has 
invited  back  stronger  U.S.  presence  as  an  offshore  balancer. 

The  2010  renewal  of  Spratly  dispute  began  when  Vietnamese  of- 
ficials received  reports  that  China  has  harassed  its  fishing  boats  in 
the  South  China  Sea  and  that  China's  energy  companies  were  exert- 
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ing  pressure  in  order  to  sign  deals  for  resource  exploration  within  the 
disputed  territory.^"  The  diplomatic  spat  escalated  with  ASEAN  states 
drawing  closer  to  the  United  States.  Singaporean  Prime  Minister  Lee 
Hsien  Loong  explained  the  role  of  the  U.S.  in  the  region:  "America 
plays  a  role  in  Asia  that  China  cannot  replace/'  which  includes  "main- 
taining peace  in  the  region."  The  building  of  closer  ties  with  the  U.S.  is 
not  limited  to  Southeast  Asian  states,  as  Ernest  Bower  of  CSIS  notices, 
"What  you  see  here  is  Japan,  South  Korea  and  Southeast  Asia,  backed 
by  the  United  States,  trying  to  manage  an  emergent  China  that's  push- 
ing the  envelope."^'' 

Nearing  mid-2010,  U.S.  Secretary  of  State  Hillary  Clinton  em- 
phasized that  the  United  States  has  "a  national  interest  in  freedom  of 
navigation,  open  access  to  Asia's  maritime  commons,  and  respect  for 
international  law  in  the  South  China  Sea.''^^  A  senior  U.S.  defense  of- 
ficial said,  "We  absolutely  are  working  with  the  countries  of  the  region 
to  deal  with  the  security  concerns  they  see."^^  Another  senior  U.S.  de- 
fense official  added,  "There  should  be  no  question  in  anybody's  mind 
about  our  will,  our  capability  and  presence  in  the  region,  and  that  we 
are  an  enduring  feature  of  the  Asian  Pacific  architecture."^  Former 
China  adviser  to  President  BiU  Clinton  concurred  and  highlighted  the 
regional  states'  growing  concerns  on  China's  recent  behavior:  "Most  of 
these  countries  have  come  to  us  and  said,  'We're  really  worried  about 
China.'"  The  United  States  return  to  the  region  is  welcomed  by  ASE- 
AN states,  as  Hillary  Clinton  recalled,  "The  most  common  thing  that 
Asian  leaders  have  said  to  me  in  my  travels  over  this  last  20  months 
is,  'Thank  you,  we're  so  glad  that  you're  pla)dng  an  active  role  in  Asia 
again.  "'41 


Mark  Landler,  "Offering  to  Aid  Talks,  U.S.  Challenges  China  on  Disputed  Islands,"  77it'  Nezv 
York  Times,  23  July  2010,  htlp://www.nytimes.com/. 

Patrick  Barta,  Jeremy  Page,  and  Jay  Solomon,  "U.S.,  ASEAN  to  Push  Back  Against  China,"  Tlie 
Online  Wall  Street  journnl,  22  September  2010,  hHp://online.wsj.comA 
"  "China  Put  on  Defensive  at  ARF  Over  Sprallys,"  VOA  News,  26  July  2010,  http://wwfW.voanews. 
com/. 

'  Adam  Entous,  "U.S.  Aims  to  Mend  China  Military  Ties,"  The  Onliite  Wall  Street  Joimial,  U  Oc- 
tober 2010,  http://online.wsj.com/. 
"  Zweig,  "Spooked  by  China's  Hawks." 

'  Mark  Landler,  Jim  Yardley,  and  Michael  Wine.s,  "China's  Fast  Rise  Loads  Neighbors  to  Join 
Forces,"  The  Neiv  York  Times,  30  October  2010,  http://www.nytimes.com/. 


Caught  Between  the  Dragon  and  the  Eagle:  The  Limits  of  ASEAN's  Hedging  Strategy  47 


China  did  not  back  down  its  territorial  claims  and  expressed 
through  the  Global  Times,  "China  will  never  waive  its  right  to  protect 
its  core  interest  with  military  means. This  is  evidently  a  warning 
directed  toward  the  U.S.  not  to  interfere  with  Chinese  interest  in  the 
region.  In  fact,  the  term  "core  interest"  has  never  been  used  before  to 
describe  the  status  of  the  South  China  Sea;  "core  interest"  has  only 
been  used  previously  to  describe  Tibet  and  Taiwan.  When  Secretary 
Clinton  delivered  her  remarks  on  U.S.  comeback  in  the  region,  the  Chi- 
nese coimterpart  replied  and  accused  Clinton's  remark  as  "an  attack 
on  China.  "^3  A  Chinese  scholar  at  Chinese  Academy  of  Social  Sciences 
notes,  "The  U.S.  feels  like  this  is  the  time  to  play  the  political  and  mili- 
tary card  since  it's  very  difficult  for  them  to  compete  with  China  in  the 
economic  sphere."^  The  U.S.  behavior  can  thus  be  seen  as  a  strategy 
of  utilizing  political  and  military  ties  to  balance  China's  growing  eco- 
nomic ties  with  the  Southeast  Asian  states.  Charles  Freeman  of  CSIS 
observes  how  China Jnterprets  the  U.S.  remarks  as  another  act  of  en- 
circlement: "The  Chinese  perceived  the  Hanoi  meeting  [of  leaders]  as  a 
gang  attack  on  them."  Freeman  added,  "There's  no  question  that  [Chi- 
na] have  miscalculated  their  own  standing  in  the  region.  "^^  Indeed,  the 
Southeast  Asian  states  quickly  side  with  the  U.S.  to  get  strong  backing 
in  the  ongoing  regional  diplomatic  dispute. 

China's  Foreign  Minister  Yang  Jiechi  is  concerned  that  the  United 
States  is  attempting  to  "internationalize"  issues  related  to  South  China 
Sea.*^  Yang  asked  rhetorically  and  then  gave  his  own  answer:  "What 
will  be  the  consequences  if  this  issue  is  turned  into  an  international  or 
multilateral  one?  [.  .  .]  It  will  only  make  matters  worse  and  the  reso- 
lution more  difficult."'*^  The  strategy  to  move  the  dispute  from  bilat- 
eral basis  to  multilateral  basis  has  long  been  an  approach  Vietnam  has 
proposed.''^  China  has  always  preferred  the  bilateral  approach  in  the 
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past.  Nonetheless,  looking  at  Beijing's  newfound  power  and  growing 
nationalistic  assertiveness.  Southeast  Asian  states  begin  to  see  China's 
strategy  as  another  "divide  and  conquer"  strategy.  Singapore's  Lee 
Kuan  Yeuw  commented  that  China's  action  has  been  coimterproduc- 
tive  to  its  own  interests:  "China  has  to  carehilly  consider  whether 
insisting  on  dealing  with  the  ASEAN  countries  separately  will  make 
them  gravitate  closer  to  the  U.S."*^  Taking  the  Spratly  case  as  a  non- 
negotiable,  China  has  decided  not  to  act  in  multilateral  forums  for  dis- 
pute settlement  especially  when  these  forums  might  invite  in  the  U.S. 
as  an  influential  and  interested  observer. 

Some  countries  have  diversified  their  efforts  to  balance  China's 
rising  influence  particularly  on  the  Spratly  dispute.  Vietnam,  for  exam- 
ple, has  strengthened  ties  with  the  United  States.  Huang  M.  Nguyen, 
director  of  the  Indochina  Institute  at  George  Mason  University,  said,  "I 
would  say  that  relations  [between  Vietnam  and  the  United  States]  are 
at  their  highest  point  in  15  years. In  addition  to  building  closer  part- 
nership with  the  offshore  balancer,  Vietnam  has  also  strived  to  bring 
the  matter  into  its  own  hands  by  bolstering  its  military.  Vietnam  has 
signed  deals  with  Russia  to  buy  "six  Kilo-class  diesel-powered  hun- 
ter-killer submarines  for  $1.8  billion  and  eight  Sukhoi  jet  fighters  for 
another  $500  million. "^^  Other  Southeast  Asian  countries,  particularly 
Singapore  and  Malaysia,  have  also  acquired  submarines  to  bolster  its 
maritime  defenses.^^  The  Philippines  had  sent  its  soldiers  for  training 
by  the  U.S.  military  specifically  designed  to  defend  the  Spratlys  in  case 
of  a  clash  with  China.^^ 

The  Spratly  case  demonstrates  that  ASEAN  states  are  willing  to 
draw  closer  to  the  U.S.  to  gain  leverage  against  China's  rising  influence 
and  assertiveness.  As  some  realists  would  argue,  if  it  were  true  that 
China's  assertiveness  is  derived  from  domestic  nationalist  fervor,  then 
there  is  no  guarantee  tliat  this  behavior  will  be  constant  ui  tlie  future 
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considering  that  nationalism  itself  fluctuates  over  time.  Whereas  it  is 
easier  to  track  capabilities,  constructivist  ideas  are  subject  to  change. 
The  mid-1990s  period  is  an  example  of  how  China  had  reframed  its 
foreign  policy  approach  in  the  past;  there  is  no  evidence  that  China 
could  not  do  the  same  today.  Nonetheless,  to  say  that  capabilities  are 
easier  to  track  does  not  mean  that  fluctuations  in  ideational  factor,  or  in 
this  case  Chinese  nationalism,  have  little  to  do  with  the  stability  of  the 
region.  History  has  often  shown  that  military  escalations  and  clashes 
in  the  past  may  result  when  they  were  not  predicted  and  when  random 
factors  were  present.  The  2010  Spratly  case  proves  that  Chinese  natio- 
nalism, combined  with  other  lesser  factors,  has  become  a  major  driver 
in  China's  recent  assertive  regional  policy. 

Understanding  the  dynamics  elaborated  above,  ASEAN  has  de- 
veloped a  comprehensive  response  to  the  U.S.-China  rivalry  that  goes 
beyond  the  Spratly  dispute.  ASEAN  has  attempted  to  become  an  agent 
in  formulating  regional  norms  and  reframing  the  superpowers'  inter- 
ests in  the  region  such  that  they  would  prefer  stability  and  check  one 
another's  challenge  to  that  balance.  It  is  one  thiag  to  say  that  China's 
foreign  policy  is  driven  by  a  confluence  of  many  factors  that  fluctu- 
ate over  time  and  that  the  U.S.  sees  an  interest  to  present  itself  as  an 
offshore  balancer,  it  is  another  thing  to  say  that  ASEAN  has  acted  as 
an  active  agent  and  mediator  that  willingly  shapes  both  Chinese  and 
American  foreign  policy  behavior  in  the  region.  An  tmderstanding  of 
the  latter  is  necessary  to  assess  the  true  extent  and  limitations  of  the 
former  in  shaping  the  regional  order  in  Southeast  Asia. 

Hedging  between  the  Dragon  and  the  Eagle 

Traditionally,  many  Southeast  Asian  states  have  maintained  close  ties 
with  the  U.S  ranging  from  economic,  political,  to  military,  with  some 
exceptions  of  continental  Southeast  Asian  states  that  adopted  commu- 
nism at  one  point  in  history.  This  loyalty  to  the  U.S.  begins  to  erode 
now  that  China's  importance  in  the  region  in  the  basic  economic  sense 
has  grown.  During  the  Asian  Financial  Crisis,  China  offered  bailout 
packages  to  ASEAN  states  and  chose  not  to  devalue  its  currency,  and 
with  this  attracted  admiration  and  praise  from  the  region.'^''  China's 
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"charm  offensive"  and  trade  deepening  with  ASEAN  is  reciprocated 
by  ASEAN's  adoption  of  One  China  policies,  refusal  to  extend  visa  to 
Dalai  Lama  to  visit  Southeast  Asia,  and  assistance  in  clamping  down 
Falim  Gong  activities.  China  has  made  itself  an  economic  and  finan- 
cial leader  in  the  region,  strived  to  develop  and  lead  regional  multilat- 
eral forums,  and  cut  into  the  military  ties  these  Southeast  Asian  states 
maintain  with  the  United  States.^^ 

The  complexity  of  this  triangular  relation  underscores  ASEAN's 
eagerness  to  engage  China  economically  with  one  hand  while  holding 
firmly  to  the  U.S.  security-military  alliance  system  with  the  other  hand. 
To  be  exact,  ASEAN's  clever  strategy  goes  beyond  the  U.S.-China  rival- 
ry. ASEAN  members  encourage  other  major  states  such  as  Australia, 
India,  South  Korea,  and  Japan  to  participate  in  regional  forums  and  co- 
operation to  balance  both  Chinese  and  American  influences.  The  U.S. 
position  is  nonetheless  above  these  other  quasi-balancers,  and  is  still 
regarded  as  the  ultimate  offshore  balancer  with  credible  and  signifi- 
cant military  presence  in  the  region.^^ 

In  the  context  of  U.S.-China  rivalry,  ASEAN  has  attempted  to  use 
its  position  to  balance  the  two — in  fact  tying  the  two  superpowers  into 
regional  institutions  and  forums.  According  to  scholar  Evelyn  Goh, 
"ASEAN  has  fimctioned  as  willing  allies  and  military  partners,  politi- 
cal 'middlemen,'  institutional  brokers,  and  the  suppliers  of  legitima- 
cy for  a  variety  of  major  power  decisions  and  positions."^^  Whether 
ASEAN  has  played  a  significant  role  in  mediating  U.S.-China  rivalry, 
plus  other  regional  powers  contending  for  influence  in  the  region,  is 
a  question  long  debated  by  ASEAN  analysts.  Four  particular  schol- 
ars examined  here  give  two  different  perspectives,  with  Goh  and  Hiro 
Katsumata  advocating  ASEAN's  efficacy  argument  while  David  Mar- 
tin Jones  and  Michael  Smith  adopting  the  more  skeptical  argument. 

Evelyn  Goh  argues  that  ASEAN  is  not  simply  hedging  between 
China  and  the  U.S.  when  in  fact  "key  Southeast  Asian  states  do  have 
strategic  preferences  and  have  actively  sought  to  influence  the  forma- 
tion of  the  new  regional  order."  ASEAN  is  not  a  passive  agent  being 
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shaped  by  the  system;  it  advances  its  own  initiatives  to  help  shape  the 
regional  order.  ASEAN  has  strived  to  absorb  these  powers  into  the  re- 
gional system — something  Goh  coins  as  "omni-enmeshing"  strategy. 
ASEAN's  ultimate  objective  in  this  strategy  is  to  develop  economic 
and  political  ties  with  all  powers  involved  in  a  way  that  is  directed 
"to  deepen  interdependence  and  to  strengthen  their  sense  of  having  a 
stake  in  the  region's  security"  such  that  they  become  "more  interested 
in  helping  to  maintain  regional  stability.  "^^  The  ARE  and  APT,  not  to 
mention  ASEAN  Plus  Six  and  EAS,  are  good  examples  of  ASEAN's 
multilateral  enlargement.  ASEAN  wanted  to  ermiesh  the  U.S.  into  the 
region  through  regional  defense  forimi  ARE  to  prevent  the  U.S.  from 
withdrawing  its  military  commitment  in  the  region  after  the  end  of  the 
Cold  War.  On  the  other  hand,  ASEAN  decided  to  open  links  with  China 
through  both  the  ARE  and  APT  to  institutionalize  ties  with  China  and 
shape  Chinese  behavior  as  it  promotes  ASEAN's  norms  through  these 
forums.^^  In  this  sense.  Southeast  Asia  has  become  a  porous  region  that 
blurs  regional  power  politics  calculation  by  enlarging  the  space  for 
diplomatic  discourse  and  inviting  major  states  to  contend  their  inter- 
ests within  a  mechanism  defined  by  ASEAN  norms. 

Katsumata  expresses  agreement  and  argues  that  ASEAN  demon- 
strates how  "minor  powers  can  at  times  take  advantage  of  their  stro- 
nger partners."  By  enmeshing  China  and  the  U.S.  into  these  institutions, 
ASEAN  has  gained  greater  flexibility  in  its  own  strategic  maneuvering 
without  having  to  declare  its  commitment  outright.^"  There  are  some 
different  examples  to  see  how  military  ties  with  the  U.S.  plays  out  in 
the  context  of  the  U.S.-China  rivalry.  The  Philippines  terminated  its 
military  base  agreement  with  the  U.S.  in  1991,  but  it  soon  regretted 
its  decision  after  the  Mischief  Reef  Incident  and  sought  to  renegotiate 
military-to-military  agreements  with  the  U.S.  in  1999."  However,  as 
other  cases  show,  ASEAN  can  also  manipulate  the  U.S.  fear  of  China 
to  gain  concessions  from  Washington  by  cultivating  ties  with  the  Chi- 
nese military.  The  U.S.  embargoed  Indonesia  from  acquiring  military 
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parts  in  the  late  1990s,  forcing  Indonesia  to  gain  parts  and  equipments 
from  Russia  and  China.  The  Philippines  decision  to  withdraw  troops 
from  Iraq  and  build  cormection  with  China  prompted  Washington  to 
nearly  double  its  aid  to  the  Philippines.  In  other  words,  ASEAN  states 
who  have  stronger  ties  with  the  U.S.  militarily  can  still  make  use  of  the 
"China  card"  as  an  alternative  or  to  gain  concessions.^^  These  activi- 
ties show  how  ASEAN  has  actively  maneuvered  between  the  U.S.  and 
China  and  appeared  willing  to  jeopardize  their  closer  military  ties  with 
the  former  for  some  short-term  benefits. 

Over  all  what  ASEAN  has  done  so  far  is  acconmiodating  the  shift 
in  the  regional  order  while  endeavoring  to  achieve  flexibility.  The 
changing  regional  order  serves  as  an  opportunity  for  Southeast  Asian 
states.  Nevertheless,  what  ASEAN  has  done  essentially  has  strength- 
ened the  primacy  of  the  U.S.  in  the  region.  Goh  states  that  if  Kang's  ar- 
gument about  tributary  relations  in  Asia  is  right,  in  the  case  of  ASEAN 
the  states  have  practically  positioned  the  U.S.  over  China  as  the  center 
of  the  tributary  relations;  but  this  is  not  the  end  of  the  story.  ASEAN 
has  incorporated  other  actors,  particularly  China,  into  a  hierarchy 
of  relations  beneath  the  United  States.^^  China  occupies  the  position 
second  only  to  the  U.S.,  followed  by  Japan  and  India,  and  the  last  in 
the  hierarchy  of  major  powers  includes  ASEAN,  Australia,  and  South 
Korea.^  ASEAN's  strategy  is  not  to  forestall  or  accommodate  power 
transition  but  to  shape  the  shift  in  regional  order,  whichever  direction 
it  goes.  As  Goh  concludes,  "These  pathways  do  not  represent  a  power 
distribution  contest,  but  rather  order-producing  processes."^  From  tlie 
perspective  of  ASEAN  optimists,  the  states  in  tlie  region  have  acted  as 
active  agents  with  specific  interests  in  shaping  and  disseminating  tlieir 
norms  through  multilateral  institutions  so  that  major  powers  will  share 
an  interest  in  the  region's  stability  and  compete  or  cooperate  within  the 
boundaries  set  by  ASEAN. 

Jones  and  Smith  could  not  disagree  further.  For  these  skeptics, 
what  has  defined  ASEAN  and  its  regional  overtures  is  "a  shared  sense 
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of  weakness  rather  than  strength."'^'^  Not  only  the  effectiveness  of  these 
"weak  states"  in  engineering  and  requiring  a  set  of  procedural  norms 
to  be  adopted  by  major  powers  is  questionable,  the  values  these  norm- 
entrepreneurs  elaborate  upon  in  the  multilateral  forums  have  limited 
meanings  and  significance  lacking  in  originality  in  the  shaping  of  the 
regional  order.  ASEAN's  Treaty  of  Amity  and  Cooperation  (TAC)  basi- 
cally incorporates  the  norm  of  noninterference,  national  sovereignty, 
and  renunciation  of  the  use  of  force,  practically  representing  the  "re- 
alist commitment  to  the  inviolable  sovereignty  of  the  nation-state."^'' 
ASEAN's  multilateralism  upholds  exactly  what  institutions  are  sup- 
posed to  undermine. 

The  lack  of  power  in  ASEAN's  multilateralism  is  evident  in  the 
Spratly  case.  China  has  always  rejected  a  multilateral  approach  to  dis- 
pute resolution,  insisting  on  direct  bilateral  negotiation  with  the  states 
concerned.  The  agreements  and  declarations  China  has  acceded  are 
all  legally  non-binding,  therefore  lacking  any  guaranteed  mechanism 
for  dispute  resolution  as  well  as  credible  commitment.  If  ASEAN  op- 
timists insist  that  ASEAN's  success  has  been  its  ability  to  prevent  con- 
flict with  China  over  the  Spratlys  in  the  past  decade,  ASEAN  skeptics 
would  argue  that  ASEAN's  failure  is  that  it  has  not  been  able  to  imple- 
ment further  concrete  steps  to  resolve  the  dispute  and  in  fact  has  per- 
mitted major  powers  like  China  to  act  on  its  own  terms.  In  addition, 
ASEAN's  so-called  orrmi-ervmeshment  has  only  bifurcated  ASEAN's 
focus  as  multilateralist-inclusivist  enlargements  have  undermined  its 
capacity  to  actually  deepen  the  fundamental  functions  of  these  institu- 
tions. ASEAN's  strategy  has  achieved  little  and  has  in  fact  undermined 
its  own  cohesiveness  due  to  ambitious  but  impractical  goals  the  asso- 
ciation wants  to  achieve. 

ASEAN  skeptics  downplay  the  role  of  ASEAN  as  a  norm-setter 
that  has  influence  over  stronger  states.  What  is  happening,  the  skeptics 
believe,  is  that  "more  powerful  regional  players  manipulate  ASEAN's 
shared  norms  and  nonbinding  processes  for  their  own  strategic  ad- 
vantage." When  China  adopted  multilateralism  in  its  Southeast  Asian 
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policy,  it  did  so  in  the  understanding  that  involvement  in  these  multi- 
lateral institutions  will  cost  China  nothing.  The  ASEAN  norms  speci- 
fied under  the  TAC,  something  that  ASEAN  optimists  often  highlight, 
are  basically  in  line  with  China's  principle  of  peaceful  co-existence  and 
non-interference.  What  is  supposedly  an  ASEAN  norm  is  in  reality  a 
Chinese  norm  too.^^  Jones  and  Smith  summarize  their  criticism  of  ASE- 
AN in  saying:  "Norms  advanced  by  an  association  of  weak  states  in 
such  circumstances  can  only  be  what  stronger  states  make  of  them."^^ 

Conclusion 

The  rivalry  between  the  United  States  and  the  People's  Republic  of 
China  has  drawn  immense  attention  from  regional  states  in  Southeast 
Asia.  This  article  has  examined  sources  of  China's  military  and  foreign 
policies  and  how  they  affect  the  shaping  of  the  new  regional  order  in 
Southeast  Asia.  As  Chinese  nationalism  takes  greater  precedence  and 
produces  aggressive  foreign  policies  recently,  the  ASEAN  states  have 
reacted  primarily  by  inviting  back  the  United  States  to  check  China's 
behavior.  Nonetheless,  ASEAN  states  have  always  been  careful  not  to 
commit  too  much  to  either  side.  The  U.S.-China  rivalry  has  served  as 
an  opportunity  for  many,  as  these  states  recognize  the  need  and  benefit 
of  maintaining  close  ties  with  both  the  U.S.  and  China  despite  their 
contest  for  influence  in  the  region.  ASEAN's  strategy,  however,  goes 
beyond  merely  hedging  between  the  two  powers,  as  ASEAN  attempts 
to  include  more  regional  actors  and  tie  all  of  them  into  ASEAN  institu- 
tions such  that  they  will  share  an  interest  in  maintaining  a  stable  order 
in  Southeast  Asia.  ASEAN  has  played  a  proactive  role  by  taking  these 
initiatives.  Yet,  these  initiatives  do  not  always  translate  into  power 
whereby  ASEAN  is  enabled  to  determine  the  acceptable  behavior  of 
the  powers  involved. 

While  ASEAN  optimists  believe  that  ASEAN  has  helped  shape 
a  new  regional  order  acceptable  to  all,  skeptics  believe  that  the  for- 
mation of  a  new  regional  order  is  actually  not  in  the  control  of  these 
ASEAN  states.  The  norms  and  rules  of  procedure  reflect  the  interests 
of  the  stronger  powers,  casting  doubt  on  the  claim  tliat  ASEAN  has 
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been  an  effective  mediator  in  these  institutions.  Both  China  and  the 
U.S.  still  hold  significant  presence  in  the  region  that  is  beyond  ASE- 
AN's power  to  actively  constrain.  The  Spratly  case  shows  how  South- 
east Asian  states  have  behaved  as  a  group  of  "weak  powers"  being 
tossed  by  the  waves  of  U.S.-China  evolving  relationship  in  the  region. 
As  the  dispute  also  demonstrates,  there  will  be  situations  that  will  put 
ASEAN's  hedging  strategy  to  the  test.  With  Chinese  influence  gradu- 
ally expanding  from  the  economic  realm  to  the  political  and  military 
following  its  naval  development,  ASEAN  will  have  to  choose  whether 
it  will  dismiss  this  rise  as  "a  threat"  and  take  further  balancing  act  lean- 
ing toward  the  U.S.  or  finally  concede  that  it  is  about  time  to  shift  the 
political  and  military  ties  closer  to  China. 

As  a  coalition  of  weaker  states,  it  is  difficult  for  ASEAN  to  con- 
strain the  major  powers.  What  is  happerung  is  the  major  powers  de- 
termining the  acceptable  behavior  of  ASEAN  as  it  hedges  in  between. 
ASEAN's  options  areconstrained;  depending  on  the  development  of 
the  U.S.-China  rivalry  in  the  region  ASEAN's  flexibility  will  be  reduced 
or  increased.  Despite  ASEAN's  attempt  to  bring  in  new  major  powers 
as  bargaining  chips,  ASEAN's  strategy  and  norm-entrepreneurship 
lacks  originality  and  eventually  will  only  have  limited  impact  on  the 
►  interactions  and  commitments  of  the  powers  involved.  Therefore,  it  is 
imperative  that  ASEAN  prepares  itself  to  take  a  stronger  stance  and 
build  cohesiveness  within  the  institution  to  enhance  its  collective  pow- 
er to  negotiate  and  engage  with  both  the  U.S.  and  China.  It  is  time  that 
ASEAN  should  work  on  internal  confidence  building  and  rely  less  on 
outside  powers  when  it  faces  the  rising  challenges  in  its  own  back- 
yard. 
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Introduction 

The  evolution  of  cities  and  the  vast  economic  benefits  that  ensued  rested 
on  the  existence  of  secure  food  marketing  networks.  These  networks  moved 
raw  food  from  the  agricultural  and  fishing  areas  where  it  was  produced  to  the 
cities,  in  exchange  for  the  produce  of  those  cities.  But  the  products  of  cities 
are  not  like  food.  While  there  is  a  vast  demand  for  the  goods  and  services  that 
cities  can  supply,  these  products  are  generally  not  necessities.  Their  purchas- 
ers can  survive  for  long  periods,  possibly  indefinitely,  without  them.  Not  so 
with  food.  A  regular  supply  is  needed  and  without  it  cities  could  not  develop. 
That  is  why  city-dwellers  can  become  nervous  about  food  security.  The  concern 
is  similar  in  countries  that  consume  more  food  than  they  produce,  relying 
to  some  extent  on  food  imports.  Food-importing  countries  worry  abotit  food 
security  in  a  way  that,  say,  clothing-importing  coimtries  do  not  wony  about 
'clothing  security'. 
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Recent  surges  in  international  food  prices  have  reinforced  the  mis- 
trust felt  within  many  food-importing  coimtries  towards  the  depend- 
ability of  the  international  market  as  a  supplier  of  affordable  food.  One 
possible  response  is  to  become  less  reliant  on  food  imports.  Concern 
about  food  security  thus  becomes  transformed  into  concern  about  food 
self-sufficiency}  But  food  security  and  food  self-sufficiency  are  different 
things  and  they  can  be  in  conflict.  In  this  paper  I  will  discuss  the  rela- 
tionship between  these  two  concepts  in  the  Indonesian  context.  Much 
of  the  discussion  will  necessarily  focus  on  Indonesia's  staple  food, 
rice.^ 

According  to  the  World  Food  Summit  of  1996, 

Food  security  exists  when  all  people,  at  all  times,  have  physical 
and  economic  access  to  enough  safe  and  nutritious  food  to  meet 
their  dietary  needs  and  food  preferences  for  an  active  and  healthy 
lifestyle.^ 

The  phrase  'all  people,  at  all  times'  is  central  to  this  definition  and 
distinguishes  food  from  almost  every  other  commodity  group.  For 
each  person  food  must  be  consumed  regularly  -  more  or  less  daily. 
If  not,  he  or  she  soon  dies.  But  the  maximum  amoimt  of  food  that  we 
wish  to  consume  is  limited  by  the  capacity  of  our  stomachs.  We  must 
meet  what  the  above  definition  calls  our  'dietary  needs',  but  in  quan- 
tity terms  we  don't  need  or  want  much  more  than  that.  Individual  food 
items  may  have  substitutes  -  other  foods  -  but  food  in  general  has 
no  substitutes.  We  cannot  make  up  for  its  absence  with  abundance  of 
anything  else. 

The  economic  demand  for  food  is  relatively  insensitive  to  both 
income  and  price  changes.  As  household  incomes  rise,  expenditures 
on  food  also  rise,  but  by  a  smaller  proportion  than  the  increase  in  in- 
comes; food  expenditures  therefore  decline  as  a  share  of  total  house- 
hold expenditures  -  a  phenomenon  known  as  Engel's  Law.  This  occurs 


'  This  response  is  feasible  for  some  economies  but  for  others,  like  Singapore,  Hong  Kong  and 
presumably  Britain,  it  is  not. 

^  A  useful,  though  somewhat  dated  discussion  of  Indonesia's  rice  self-sufficiency  policy  is  con- 
tained in  a  UNDP  document,  available  at  http://ssc.undp.org/uploads/media/Rice_self.pdf  (ac- 
cessed 14  March  2011). 

^  Source:  http://www.fao.org/wfs/index_en.htm  (accessed  14  March  2011). 
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even  though  rich  people  consume  higher  quality  foods  (more  expen- 
sive per  kilogram)  than  the  poor.  The  highest  expenditures  on  food  as 
a  share  of  total  household  expenditures  are  found  among  the  poorest 
households.  In  Indonesia,  very  poor  households  can  devote  as  much 
as  80  per  cent  of  their  total  expenditures  to  food,  though  for  Indonesia 
as  a  whole  the  proportion  is  only  17  per  cent. 

In  addition,  if  the  price  of  food  increases  the  quantity  demanded 
declines,  but  by  a  smaller  proportion  than  the  increase  in  the  price. 
Therefore,  as  food  prices  rise,  total  expenditure  on  food  increases  sig- 
nificantly In  economic  jargon,  the  demand  for  food  is  inelastic  with 
respect  to  both  price  and  income.  This  discussion  has  a  simple  impli- 
cation. The  people  most  vulnerable  to  a  loss  of  food  security  are  the 
poorest  net  consimiers  of  food.  Their  vulnerability  lies  in  the  danger 
of  a  price  increase  that  would  leave  them  imable  to  afford  their  basic 
food  requirements. 

For  entirely  different  reasons,  the  supply  of  food  is  also  relatively 
insensitive  to  price.  When  the  price  rises,  the  quantity  of  food  pro- 
duced for  sale  may  increase,  after  a  lag  that  depends  on  the  biology 
of  the  commodity  concerned,  but  the  proportional  increase  in  output 
is  normally  much  smaller  than  the  proportional  increase  in  price.  The 
reason  is  that  food  production  requires  a  special  input  -  land  -  whose 
total  supply  can  be  increased  only  at  a  great  cost.  This  phenomenon  of 
inelastic  food  supply  response  is  especially  significant  for  some  staple 
foods,  notably  paddy  rice.*  Each  of  the  above  features  of  the  demand 
and  supply  of  food  will  be  important  for  our  subsequent  discussion. 

World  Food  Prices 

For  most  food  commodities  international  markets  are  'tliin', 
meaning  that  international  trade  is  a  small  proportion  of  global  con- 
sumption. Shifts  in  weather  conditions  in  major  producing  countries, 
outbreaks  of  plant  or  animal  diseases  or  pests,  changes  in  petroleum 


''  An  econometric  study  by  Ari  Irawan  estimated  short-term  elasticities  of  supply  response 
for  wetland  rice  in  several  regions  of  Indonesia.  The  estimates  were:  Java  0.11,  Sumatra  0.12, 
Sulawesi  0.45  and  Kalimantan  0.02.  Source:  Andi  Irawan,  "Perilaku  Supini  Padi  Ladang  dan 
Sawah  di  Indonesia  dan  Kebijakan  Peningkatan  Produksi  Padi  (Supply  Behavior  of  Paddy  and 
Paddy  Fields  in  Indonesia  and  Policies  to  Increase  Paddy  Production)  "  Bogor  Agricultural 
University,  unpublished  paper,  2001. 
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prices  (affecting  agricultural  production  costs),  shifts  in  demand  (such 
as  new  demand  for  bio-fuels)  and  speculative  behavior  all  contribute 
to  the  short-run  volatility  of  these  prices.  The  price  inelasticity  of  both 
the  supply  and  demand  for  food,  discussed  above,  applies  at  a  global 
level  as  well  as  within  individual  countries.  These  features  of  global 
food  markets  mean  that  relatively  small  fluctuations  in  global  supply 
or  demand  can  produce  large  fluctuations  in  international  prices. 

This  price  volatility  is  summarized  in  Figure  1.^  The  chart  shows 
the  FAO  food  price  index  from  1990  to  2011,  along  with  the  compo- 
nents of  the  index:  prices  of  cereals,  edible  oils,  sugar,  meat  and  dairy 
products.^  A  sharp  increase  in  the  index  occurred  in  2007-2008  and  an- 
other more  recently  in  late  2010  and  early  2011.  It  is  notable  that  the 
increase  in  2010-11  was  concentrated  in  sugar  (the  largest  increase)  and 
edible  oils.  Cereals  prices  increased  far  less.  This  point  is  made  clearer 
by  Figure  2,  which  focuses  on  two  cereals  of  special  interest,  rice  and 
wheat,  over  the  period  since  2005.  The  increase  in  cereal  prices  in  2007- 
08  was  dominated  by  wheat  and  especially  rice,  but  this  was  not  true 
of  the  increase  in  'average'  food  prices  in  late  2010  and  early  2011.  Rice 
prices  barely  increased  at  all  and  average  rice  prices  for  the  year  end- 
ing February  2011  were  lower  than  in  the  previous  year.^  The  basic 
point  remains  that  international  food  prices  are  indeed  volatile. 


^  The  series  are  indexed  such  that  the  average  for  2002  to  2004  =  100. 

'  In  interpreting  the  FAO  food  price  index  it  is  important  that  the  weights  it  uses  to  aggregate 
commodities  are  trade  weights,  reflecting  the  importance  of  the  commodities  in  international 
trade,  rather  than  their  importance  in  global  consumption.  Heavily  traced  commodities  like 
sugar  and  edible  oils  receive  high  weights  and  some  staple  foods  like  rice  receive  low  weights. 

'■  The  data  seemingly  support  the  hypothesis  that  the  food  price  increases  of  2010-1 1  were  caused 
by  bio-fuel  demand,  reflecting  bio-fuel  subsidies  in  some  countries,  because  they  were  led  by 
commodities  that  are  used  for  this  purpose  -  sugar,  edible  oils  like  palm  oil  and  maize. 
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Figure  1  World  Food  Prices,  1990  to  2011 


Figure  2  International  Prices  of  Rice  and  Wheat,  2005  to  2011 
us  dollars  per  tonne 

"^^^^  1  White  rice  Thai  100%  B  second 
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Source:  Data  from  International  Grain  Council. 
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Rice  Import  Policy 

Indonesia  is  a  net  importer  of  all  of  its  major  staple  food  commod- 
ities, including  rice,  maize,  cassava,  soybeans  and  sugar,  even  though 
domestic  production  of  each  of  these  commodities  is  substantial.  Rice 
is  the  staple  food  of  most  of  the  Indonesian  population.  It  is  also  a  ma- 
jor source  of  income  for  Indonesian  farmers  in  most,  though  not  all,  re- 
gions of  the  country.  Maize  and  cassava  are  important  staples  in  some 
regions  of  the  coimtry,  particularly  Eastern  Indonesia,  where  poverty 
incidence  is  especially  concentrated.  Sugar  is  an  important  cash  crop  in 
some  regions  of  the  country.  Wheat  is  an  imported  commodity,  used  as 
an  input  in  many  processed  foods,  but  not  grown  in  significant  quanti- 
ties within  the  coimtry.  Indonesia's  agricultural  exports  have  tended 
to  be  estate  crops  other  than  staple  foods.  They  include  rubber,  copra, 
coffee  and  tea. 

Prior  to  the  Asian  Financial  Crisis  of  1997  to  1999  rice  import  pol- 
icy within  Indonesia-was  to  stabilize  domestic  rice  prices  at  approxi- 
mately the  average  international  price.  Until  the  early  2000s,  Indonesia 
was  the  world's  largest  rice  importer.  With  the  coimtry's  transition  to  a 
more  democratic  form  of  government,  the  successful  lobbying  power 
of  pro-farmer  political  groups  led  first  to  heavy  tariffs  on  rice  imports. 
Then,  since  2004,  rice  imports  have  officially  been  banned,  although 
limited  quantities  of  imports  have  periodically  been  allowed  and  some 
imported  rice  can  usually  be  found  within  the  Jakarta  retail  market.^ 
The  'leaky  ban'  on  rice  imports  may  more  usefully  be  tmderstood  as 
a  binding  import  quota,  restricting  imports  to  about  one  tenth  of  their 
previous  volume,  on  average,  although  the  magnitude  of  the  import 
restriction  is  regularly  reviewed. 

The  import  restriction  was  said  by  government  officials  to  be  mo- 
tivated by  the  wish  to  protect  poor  rice  farmers  from  the  price  effects 
of  cheap  rice  imports.  It  is  significant  that  the  import  restriction  was 
accompanied  by  a  ban  on  rice  exports  from  Indonesia,  intended  to  pro- 
tect consumers  from  the  possibility  of  large  increases  in  world  prices 
of  rice.  The  ban  on  rice  imports  was  followed  by  increased  rice  prices 


"  At  the  same  time,  private  exports  of  rice  were  also  officially  banned.  Thus  the  policy  was  de- 
signed to  prevent  both  reductions  and  increases  in  wforld  rice  prices  from  beinj^  transmitted  to 
the  domestic  rice  market. 
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within  Indonesia,  relative  to  the  international  price,  as  shown  in  Figure 
3.  According  to  Fane  and  Warr  by  2006  this  policy  had  increased  do- 
mestic rice  prices  relative  to  world  prices  by  about  28  per  cent.^ 

Figure  3  Indonesia:  Domestic  and  world  prices  for  rice,  1985  to  2010 
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Source:   Bm/o^,  Jakarta  (rice  prices)  and  Central  Bureau  of  Statistics,  Jakarta  (exchange  rates). 


The  behavior  of  rice  prices  relative  to  the  consumer  price  index  is 
summarized  in  Figure  4.  There  were  two  components  to  the  real  price 
increase  in  the  years  following  2004: 

(a)  The  import  quota  initially  had  a  protective  effect,  increasing 
rice  prices  relative  to  international  prices,  as  shown  by  Figure 
3,  especially  over  the  period  from  2005  to  2007.  Tliis  protective 
effect  was  subsequently  reversed  during  the  period  of  high 
international  rice  prices  from  late  2007  to  2008.  The  interna- 
tional price  increases  eroded  (and  for  a  few  months,  elimi- 
nated) the  rents  associated  with  the  quota  and  domestic  rice 
prices  did  not  increase  as  much  as  they  would  have  under 
free  trading  conditions. 


''  George  Fane  and  Peter  Warr,  "Agricultural  Protection  in  Indonesia,"  Bulletin  of  ludonesian  Eco- 
nomic Studies,  44.(1):  133-50,  2008. 
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(b)  The  import  quota  converted  rice  from  a  traded  good,  at  the 
margin,  whose  domestic  price  is  driven  by  international  pri- 
ces, to  a  non-traded  good,  at  the  margin,  whose  domestic  price 
is  determined  by  domestic  supply  and  demand  conditions. 
The  fiscal  stimulus  implemented  following  the  Global  Finan- 
cial Crisis  of  2008-09  increased  domestic  demand  and  thereby 
increased  domestic  rice  prices.  The  sustained  increase  in  the 
real  price  of  rice  following  2004  is  evident  from  Figure  4. 

Figure  4  Indonesia:  Real  price  of  rice,  1969  to  2010 

Price  of  Rice/CPI 
(Jan  2004=  100) 


180.00 
160.00 
140.00  - 
120.00  ' 
100.00 

80.00 

60.00 

40.00 

20.00  -I 
0.00 


^     ^     ^  § 


OOCX)OOOOOOO^O^O^O^CT^ 


o  o 


a 


^      ^      cd      ^      cd      ^  ct3 


a 

C3 


a 

cd 


o  o 


a 


Source:  Eulog,  Jakarta  (rice  prices)  and  Central  Bureau  of  Statistics,  Jakarta  (CPI). 


\n  an  earlier  study  it  was  argued  on  the  basis  of  a  general  equi- 
librium model  of  the  Indonesian  economy  that  the  rice  import  policy 
had  the  opposite  effect  of  the  poverty  reduction  that  was  said  to  be  its 
goal.  Prior  to  the  import  ban  Indonesia  had  been  a  large  importer  of 
rice.  Net  sellers  of  rice  benefited  from  the  restrictions  on  imports  but 
net  buyers  were  harmed.  There  are  many  more  poor  Indonesians  in  the 
second  category  than  the  first.  The  main  beneficiaries  of  the  ban  were 
not  poor  rice  producers  but  the  largest  producers.  Most  Indonesians 
residing  in  rural  areas  are  net  buyers  of  rice.  This  includes  all  landless 
laborers  and  a  surprisingly  large  number  of  small  farmers,  who  pro- 
duce some  rice  but  sell  other  commodities  to  purchase  additional  rice 
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for  their  own  consumption.  It  was  estimated  that  an  import  restriction 
that  raised  the  real  domestic  price  of  milled  rice  by  10  per  cent  would 
raise  poverty  incidence  in  Indonesia  by  0.8  per  cent  and  that  this  in- 
crease in  poverty  incidence  would  occur  in  both  rural  and  urban  areas, 
with  the  increase  in  rural  areas  even  larger  than  that  in  urban  areas.^" 
As  discussed  above,  rice  prices  achially  increased  by  28  per  cent,  im- 
plying a  projected  increase  in  poverty  incidence  of  2.24  per  cent. 

Economic  models  do  not  convince  everyone.  Is  there  direct  em- 
pirical evidence  that  the  2004  rice  import  ban  did  increase  poverty  in- 
cidence? Yes.  Figure  5  summarizes  data  from  the  Central  Bureau  of 
Statistics  on  poverty  incidence  in  Indonesia,  drawing  upon  the  Susenas 
household  income  and  expenditure  surveys.  Between  1976  and  2009 
measured  poverty  incidence  declined  dramatically  in  Indonesia  in 
both  rural  and  urban  areas  and  in  all  provinces.  The  principal  long- 
term  driver  was  econonuc  growth.  Over  this  period  there  were  just 
two  periods  during  which  aggregate  poverty  incidence  did  not  fall. 
The  first  was  the  Asian  Financial  Crisis  of  1997-99.  A  massive  economic 
contraction  occurred  during  which  GDP  declined  by  13  per  cent  in  a 
single  year.  It  is  hardly  surprising  that  poverty  incidence  temporarily 
increased  (by  5.7  per  cent  of  the  population).  The  second  was  the  pe- 
riod 2005  to  2006. 


"'  Peter  Wnrr,  "Food  Policy  and  Poverty  in  Indonesia:  A  General  Equilibrium  Analysis",  Australian 
joiininl  of  A^ricultiirnl  and  Resource  Economics,  49(3);  429-45 1,  2005. 
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Source:   Statistics  Indonesia  (various  years),  based  on  household  expenditure  data  collected  in 
the  Susems  survey. 

Note:  National  poverty  incidence  is  the  share  of  the  total  popula- 
tion with  income  below  a  national  poverty  line  held  constant  over  time 
in  real  terms;  rural  poverty  incidence  is  the  share  of  the  rural  popula- 
tion with  income  below  a  rural  poverty  line  held  constant  over  time 
in  real  terms;  and  urban  poverty  incidence  is  the  share  of  the  urban 
population  with  income  below  an  urban  poverty  line  held  constant 
over  time  in  real  terms.  The  number  of  poor  at  the  national  level  is  the 
sum  of  the  number  of  rural  and  urban  poor,  which  means  that  national 
poverty  incidence  must  always  lie  between  the  rates  of  rural  and  urban 
poverty  incidence. 

Explaining  the  2005  to  2006  increase  in  poverty  incidence  is  prob- 
lematic because  poverty  incidence  rose  moderately  (by  1.8  per  cent  of 
the  population,  from  16  per  cent  in  2005  to  17.8  per  cent  in  2006)  de- 
spite GDP  growth  exceeding  5  per  cent,  an  extremely  rare  combination 
of  events.  Based  on  this  growth  rate  and  the  long  term  statistical  rela- 
tionship between  poverty  reduction  and  economic  growth,  a  reduction 
in  poverty  incidence  of  0.7  per  cent  of  the  population  would  have  been 
expected  over  this  period,  rather  than  an  increase  of  1.8  per  cent,  as  ac- 
tually occurred.  The  unexplained  difference  is  therefore  a  2.5  per  cent 
increase  in  poverty  incidence,  relative  to  what  would  otherwise  have 
been  expected,  based  on  the  rate  of  economic  growth.  What  might 
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have  caused  it?  The  hypothesis  advanced  here  is  that  the  increase  in 
rice  prices  explains  the  rise  in  poverty  incidence,  almost  exactly 

As  described  above,  it  has  been  estimated  that  the  28  per  cent  in- 
crease in  the  real  domestic  price  of  milled  rice  would  raise  poverty 
incidence  in  Indonesia  by  2.24  per  cent  of  the  total  population.  The 
increase  in  poverty  incidence  we  wish  to  explain  is  2.5  per  cent  of  the 
population.  The  price  increase  resulting  from  the  restriction  on  rice  im- 
ports therefore  explains  almost  all  (90  per  cent)  of  the  otherwise  unex- 
plained increase  in  observed  poverty  incidence. 

Rising  poverty  incidence  as  a  result  of  policy-induced  increases  in 
staple  food  prices  should  not  really  be  a  surprise.  Moreover,  quantita- 
tive research  which  predicted  this  outcome  was  available  to  the  gov- 
ernment at  the  time  of  its  decision  to  restrict  rice  imports  and  subse- 
quently Examples  included:  a  quantitative  analysis  by  Ikhsan  based 
on  Susenas  survey  data,  focusing  on  the  negative  effects  that  rice  price 
increases  have  on  poor  consumers,  originally  prepared  for  US  AID  and 
circulated  in  working  paper  form  during  2003";  a  multi-sector,  multi- 
household  general  equilibrium  analysis  by  Warr,  cited  above,  original- 
ly prepared  for  the  World  Bank  and  circulated  in  working  paper  form 
in  late  2003;  the  World  Bank's  2006  poverty  assessment  report^^  which 
emphasized  the  potential  for  rice  price  increases  to  raise  poverty  inci- 
dence; the  introduction  by  McCuUoch  and  Timmer  to  a  special  issue  of 
the  Bulletin  of  Indonesian  Economic  Studies  in  2008";  and  the  McCuUoch 
study  appearing  in  the  same  issue.^* 

Each  of  these  studies  pointed  out  the  negative  effects  that  rice  in- 
dustry protection  could  be  expected  to  have  on  poverty  incidence.  The 
fact  that  the  government  chose  to  implement  and  maintain  the  pro- 
tection policy  despite  this  evidence  revealed  that  the  political  benefits 
expected  to  accrue  from  protecting  the  rice  industry  outweighed  the 
projected  negative  effects  on  the  poor.  The  increases  in  international 
food  prices  in  2007-08  were  not  transmitted  to  the  Indonesian  domes- 


"  Mohamad  Ikhsan,  "Rice  Price  Adjustment  and  its  impact  on  the  l\)or,  Ecoiiowicf  ami  Fimmcc  in 
Indonesia,"  53(1):  61-96,  2005. 

World  Bank,  Makin;^  llw  New  Iniioncsin  Work  for  the  Ihuv  (Washington:  World  Bank,  2(X)6). 
Neil  McCuUoch  and  C.  Peter  Timmer,  "Rice  Policy  in  Indonesia:  A  Special  Issue,"  Bulletin  of 
Indonesian  Economic  Studies,  44(1):  33-44,  2008. 
'■'  Neil  McCuUoch,  "Rice  Prices  and  Poverty  in  Indonesia,"  Bulletin  of  Indonesian  Economic  Studies, 
44(1):  45-63,2008. 
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tic  market.'^  Rice  is  the  most  important  case.  The  rice  protection  policy 
insulated  the  Indonesian  markets  from  the  temporarily  high  interna- 
tional rice  prices;  but  it  did  so  at  the  expense  of  permanently  increasing 
the  domestic  price  of  rice  relative  to  world  market  prices,  thereby  per- 
manently raising  poverty  incidence  relative  to  what  would  otherwise 
have  occurred. 

Distributional  Effects  of  the  Import  Restriction 

The  argument  being  advanced  here  is  not  that  Indonesia's  self- 
sufficiency  policy  is  a  bad  idea,  but  that  protection  policy  (the  import 
ban)  as  an  instrument  of  achieving  it  results  in  unnecessary  social  costs 
and  places  food  self-sufficiency  into  conflict  with  the  goals  of  food  se- 
curity and  poverty  reduction.  The  distributional  effects  of  protection 
policy  as  a  means  of  reducing  imports  are  the  basis  of  the  argument. 

Consider  the  economic  effects  of  restricting  the  quantity  of  rice  im- 
ports. The  policy  acts  directly  on  the  quantity  of  imports  but  its  effect  is 
to  raise  the  domestic  price.  How  much  will  the  domestic  price  increase? 
A  quantitative  restriction  on  imports  acts  on  the  volume  imported  and 
lets  the  domestic  price  adjust  accordingly.  The  quantity  imported  is 
the  difference  between  the  quantity  demanded  by  domestic  consumers 
and  the  quantity  supplied  by  domestic  producers.  Both  of  these  quan- 
tities depend  on  the  domestic  price:  when  the  price  increases  the  quan- 
tity demanded  declines  and  the  quantity  supplied  increases.  Imports 
therefore  decline.  The  domestic  price  will  rise  until  the  difference  be- 
tween the  quantity  demanded  domestically  and  the  quantity  supplied 
domestically  declines  to  the  lower  volume  of  imports  now  permitted 
under  the  quantitative  restriction.  The  important  point  is  that  when 
both  the  demand  for  rice  and  its  supply  are  price  inelastic  (see  the  In- 
troduction), a  large  price  increase  is  necessary  to  achieve  this  reduction 
in  the  volume  of  imports. 

Obviously,  people  who  are  net  consumers  of  rice  are  harmed  by 
an  increase  in  the  price.  But  which  consumers  are  harmed  the  most? 
Unfortunately,  the  answer  is  the  households  for  which  rice  is  the  high- 


'■^  See  C.  Peter  Timmer,  "Causes  of  tiigh  food  prices,"  ADB  Economics  Wori<;ing  Paper  Series,  no. 
128,  Manila,  October  2008,  and  David  Dawe,  "Transmission  of  the  world  rice  crisis  to  domestic 
economies,"  Agricultural  Development  Economics  Division,  Food  and  Agriculture  Organiza- 
tion (FAO),  Rome,  June  2009. 
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est  proportion  of  their  budgets  -  the  poorest  consumers.  This  includes 
not  only  the  urban  poor  but  also  most  of  the  rural  poor,  the  majority  of 
whom  are  net  buyers  of  rice. 

What  about  the  effect  on  producers?  Obviously,  anyone  who  is  a 
net  seller  of  rice  benefits.  Who  benefits  the  most?  The  answer  is  obvi- 
ous: those  who  sell  the  most  -  the  largest  farmers.  Small  farmers  are 
both  consumers  and  producers  of  food.  Their  net  sales  of  rice  might  be 
positive  or  negative  or,  if  they  are  subsistence  farmers,  zero.  But  if  their 
net  sales  are  positive,  they  are  small.  Price  changes  have  very  little  net 
impact  on  this  group  of  farmers,  one  way  or  the  other. 

Some  of  the  largest  beneficiaries  are  not  farmers  at  all.  First,  there 
are  absentee  landowners.  Agricultural  product  prices  become  capitalized 
into  the  price  of  agricultural  land.  Raising  the  price  of  rice  benefits  any- 
one who  owns  rice  land,  or  land  that  could  be  used  to  produce  rice 
and  these  landowners  are  not  necessarily  farmers.  Second,  there  are 
the  rice  millers.  The  import  restriction  operates  on  milled  rice  and  the 
immediate  impact  is  on  the  price  of  that  product,  rather  than  the  price 
of  paddy.  Rice  millers  benefit  directly  from  the  increase  in  the  price  of 
their  product.  Paddy  prices  may  increase  as  a  result  of  the  increased 
price  of  milled  rice,  but  not  necessarily  in  the  same  proportion.  Third, 
those  importers  who  receive  the  limited  entitlement  to  import  rice  re- 
ceive a  windfall  profit  -  the  difference  between  the  import  price  and 
the  higher  domestic  price  multiplied  by  the  quantity  of  rice  they  are 
allowed  to  import.^^ 

Policies  for  pursuing  rice  self-sufficiency  by  raising  the  domestic 
price  of  rice  are,  in  effect,  policies  for  transferring  massive  amounts  of 
money  from  the  pockets  of  the  poorest  Indonesian  consumers  of  rice 
to  other,  much  richer  Indonesians:  large  farmers,  absentee  landowners, 
rice  millers  and  quota  recipients.  The  policy  achieves  'self-sufficiency', 
but  only  at  the  expense  of  reducing  the  food  security  of  the  most  vulner- 
able people  -  the  poorest  net  consumers. 


"'  This  is  tile  main  difference  between  a  tariff  and  a  quantitative  restriction.  Tlie  former  generates 
revenue  for  tlie  government.  Tlie  latter  generates  a  similar  amount  of  windfall  profit  for  the 
quota  recipient. 
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Alternative  Policies  for  Improving  Food  Security 

Policies  that  raise  agricultural  productivity  do  not  entail  this  con- 
flict between  food  self-sufficiency  and  food  security.  They  raise  agri- 
cultural output  and  thus  reduce  imports.  But  they  do  so  without  raising 
domestic  food  prices  and  therefore  without  reducing  the  food  security 
of  poor  consumers.  During  the  Green  Revolution  period  of  the  1970s 
Indonesia  made  great  strides  in  raising  agricultural  productivity  and 
was  internationally  recognised  for  this  achievement.  But  since  then  the 
commitment  to  raising  agricultural  productivity  has  waned.  Expendi- 
ture on  agricultural  research  is  a  sad  example. 

Figure  6  shows  data  from  the  Ministry  of  Agriculture  on  Research 
Intensity  in  Indonesia  -  the  ratio  of  public  expenditure  on  agricultural 
research  and  development  to  total  value  added  in  agricultural  produc- 
tion. Abundant  evidence  shows  that  this  form  of  public  expenditure 
raises  agricultural  productivity  and  has  a  high  rate  of  return.  But  In- 
donesia's reduced  coinmitment  to  agricultural  research  is  worrying. 
The  downward-sloping  straight  line  shows  a  linear  trend  fitted  to  the 
data. 

The  global  commimity  was  right  to  emphasize  the  danger  that 
the  dramatic  international  food  price  increases  of  2007-08  could  threat- 
en the  sustainabilit/  of  continued  poverty  reduction.  Fortunately,  the 
international  food  price  increases  were  temporary,  based  on  the  evi- 
dence to  date.  But  this  does  not  necessarily  mean  that  similar  episodes 
will  not  recur.  Regrettably,  the  lessons  of  the  world  food  crisis  appear 
to  have  been  disregarded  in  the  design  of  Indonesia's  fiscal  stimulus 
spending. 

The  fiscal  stimulus  spending  package  gave  little  emphasis  to  ag- 
ricultijre  in  general  or  to  the  improvement  of  agricultural  productiv- 
ity in  particular.  But  Indonesia's  capacity  to  insulate  itself  from  future 
shocks  to  global  food  prices  in  the  presence  of  rising  domestic  demand 
for  food  is  dependent  on  raising  agricultural  productivity  growth.  Pro- 
tection policy  does  not  raise  productivity.  Productivity  growth  requires 
expanded  investment  in  domestic  agricultural  research  and  iiifrastruc- 
ture  development.  But  this  is  not  happening  on  a  sufticient  scale. 
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Figure  6  Research  Intensity  in  Indonesian  Agriculture,  1972  to  2006 
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Source:   Data  from  Indonesian  Centre  for  Agriculture,  Sodo-Economic  and  Policy  Studies,  Min- 
istry of  Agriculture,  Bogor. 

Beyond  raising  agricultural  productivity,  there  are  additional 
means  of  protecting  poor  consumers  from  high  prices,  thereby  raising 
their  food  security  Along  with  Mexico,  Indonesia  has  been  a  pioneer  in 
the  development  of  cash  transfers  mechanisms  to  protect  poor  people 
from  adverse  price  changes.^^  These  mechanisms  need  to  be  set  up  in 
advance  of  the  increase  in  food  prices,  but  the  Indonesian  experience 
with  cash  transfers  programs  to  compensate  poor  households  for  tlie 
effects  of  petroleum  product  price  increases  shows  that  it  can  be  done. 

Conclusion 

Food  security  is  an  important  social  objective.  Relying  on  interna- 
tional food  markets  to  meet  the  needs  of  Indonesia's  growing  popula- 
tion is  precarious.  To  some  extent,  this  a  problem  that  the  international 
community  could  usefully  address.  For  example,  within  ASEAN  there 
are  large  net  exporters  or  rice  (Thailand  and  Vietnam)  and  large  net 


"  For  a  useful  discussion  see  FAO'^  liiilintivc  on  Sonrini^  Food  Prices:  Guide  fin'  Policy  and  Program- 
matic Actions  at  Country  Level  to  Address  ili^li  I'ood  Prices  (Rome:  I'AO,  2011). 
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importers  (the  Philippines  and  Indonesia).  ASEAN  as  an  institution 
could  contribute  to  improving  the  security  of  supplies  to  importing 
coimtries  and  there  are  initiatives  within  ASEAN  to  do  exactly  this. 

The  policy  of  restricting  food  imports  through  tariffs  or  (worse 
still)  quantitative  restrictions  promotes  the  goal  of  food  self-sufficien- 
cy, but  does  so  at  the  cost  of  reducing  the  food  security  of  the  most  vul- 
nerable people  -  the  poorest  net  consumers  of  rice.  The  reason  is  that 
these  policies  reduce  imports  through  the  mechanism  of  raising  the 
domestic  price.  The  poorest  consumers  bear  the  greatest  burden  from 
this  policy  because  they  are  the  people  for  whom  expenditures  on  food 
form  the  largest  proportion  of  their  household  budgets. 

A  preferable  strategy  for  raising  self-sufficiency  is  to  promote  im- 
proved agricultural  productivity.  This  reduces  imports  by  raising  agri- 
cultural output  but  does  so  without  raising  the  domestic  price  of  food 
and  so  without  creating  a  conflict  between  the  goals  of  higher  levels 
of  self-sufficiency  on  the  one  hand  and  food  security  and  poverty  re- 
duction on  the  other.  Finally  Indonesia  has  already  demonstrated  that 
practical  mechanisms  can  be  designed  for  shielding  poor  consumers 
from  large  price  increases  that  would  otherwise  be  harmful,  by  using 
systems  of  cash  transfers. 
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Introduction 

Since  the  Independence  Day  in  1945,  Indonesia  has  showed  a  vari- 
ety of  progresses  in  terms  of  food  security.  In  Soeharto's  era,  Indonesia 
made  an  astonishing  progress  in  improving  food  security.  Food  pro- 
duction increased  significantly  during  the  first  three  of  the  five  years 
development  plan  (Repelita),  1969  until  1984.  The  food  production  was 
led  by  a  thriving  achievement  of  rice  self-sufficiency  {swasembada  beras) 
in  1984  which  has  enhanced  the  food  availability  status  in  Indonesia. 

On  November  4,  1996,  Indonesia  enacted  the  first  food  law  No. 
7/1996,  which  principally  focused  on  food  safety  and  food  security 
issues.  Through  this  law,  Indonesia  adopted  the  formal  definition  of 
food  security:  a  condition  in  which  food  should  be  sufficient  for  all 
households,  which  was  indicated  by  the  availability  of  food  supply  in 
terms  of  quantity  and  quality;  that  food  is  safe,  and  equitably  avail- 
able, as  well  as  affordable. 

After  experiencing  a  remarkable  progress  in  food  security,  Indo- 
nesia experienced  the  worst  food  crisis  in  history  of  Indonesia's  eco- 
nomic development,  specifically  in  1997/1998.  In  the  first  semester  of 
1997  there  was  still  optimism  on  the  food  production  stability.  Then, 
in  the  second  semester  of  1997,  Indonesia  was  hit  by  the  long  drought 


Fajar  B.  Hirawan  and  Widdi  Mugijayani  are  research  felloxcs  ai  the  Economics 
Deparliiieiil,  Centre  for  Strategic  and  International  Studies. 
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and  monetary  crisis  which  started  at  the  end  of  July  1997.  The  food 
security  in  Lidonesia  had  been  disturbed  by  the  disaster  and  crisis. 

Being  the  top  priority  of  Millennium  Development  Goals  (MDGs) 
achievement,  food  security  also  becomes  the  main  concern  of  develop- 
ing world,  hidonesia,  as  one  of  the  developing  countries,  committed 
to  attain  its  MDGs  and  sustain  its  policy  to  put  agriculture  as  a  neces- 
sary development  agenda  by  promoting  an  optimal  utilization  of  the 
local  resources  and  culture  and  encouraging  innovative  technology 
and  market  opportunities. 

Concerning  food  security,  three  highly  related  dimensions  should 
always  be  under  considerations:  food  availability,  food  accessibility, 
and  food  affordability.  Li  developing  coimtries,  like  Lidonesia,  food- 
security  related  problems  include  food  availability  and  food  accessibil- 
ity. In  other  words,  constraints  that  are  commonly  foimd  in  Indonesia's 
food  security  are  supply  shortages  and  lack  of  distributions /accesses. 

Moreover,  in  recent  years,  issues  on  global  food  supply,  fuel  cri- 
sis, and  climate  change  have  become  central  in  sustaining  global  food 
security.  Regarding  to  those  conditions,  Indonesia  has  actively  taken 
parts  in  global  and  regional  forums,  like  the  World  Food  Summit,  ASE- 
AN Ministers  of  Agriculture  and  Forestry  (AMAF)  and  AMAF  plus 
Three  (China,  Korea,  and  Japan).  In  the  scope  of  ASEAN,  the  mem- 
ber countries  expressed  their  deep  concerns  on  food  security  issues 
and  they  formulated  an  integrated  food  security  framework  in  AMAF 
and  AMAF  plus  Three  Meeting  in  Hanoi,  October  2008,  which  aimed 
to  secure  and  stabilize  food  supply  and  household  accesses  to  food. 
ASEAN  Food  Security  Framework  focused  on  sustainable  food  pro- 
duction, agricultural  innovations,  conducive  markets,  agro-based  in- 
vestment, emergency  relief,  climate  change  adaption,  and  the  adverse 
impact  of  bio-energy  development  on  food  security.  This  framework  is 
similar  to  the  agricultural  revitalization  policy  program  in  Indonesia. 

Even  though  Indonesia  launched  agricultural  revitalization  policy 
in  2005  that  was  intended  to  promote  self-reliance  in  food  production, 
it  has  not  showed  any  significant  progress  yet.  But,  there  is  still  much 
room  for  improving  policy  outcomes  related  to  food  security.  Any  pro- 
grams related  to  food  security  needs  to  be  re-evaluated  in  the  stages  of 
planning,  implementing,  and  monitoring.  This  paper  aims  to  review 
the  progress  of  food  policy  development,  especially  rice  policy  deve- 
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lopment,  and  examines  possible  approaches  for  achieving  sustainable 
food  security  in  Indonesia.  The  data  and  empirical  data  from  several 
reports  on  food  security  will  be  employed  as  the  basis  to  identify  the 
problems. 

Food  Security  Conditions  in  Indonesia 

Rice  is  hidonesia's  single  most  important  commodity.  Domestic 
demand  for  rice  is  very  large  because  rice  is  the  staple  food  for  Indone- 
sians. Historically,  the  thin  world  market  for  rice  meant  that  rice  self- 
sufficiency  was  perceived  as  the  key  to  ensuring  national  food  security. 
Some  analysts  however,  like  Dawe  (2008),  asserted  that  Indonesia  did 
not  need  to  be  self  sufficient  for  this  purposed  Indonesia  was  estimated 
to  grow  more  that  ninety  percent  of  the  rice  she  consumed  for  the  fore- 
seeable future^. 

Until  the  late  1970s,  rice  production  in  Indonesia  was  extremely 
erratic  because  of  the  climatic  shocks  and  pests.  Systematic  invest- 
ments in  irrigation  infrastructure,  the  dissemination  of  high-yielding 
seed  varieties  and  the  development  of  input  supply  system  and  exten- 
sion services  after  the  first  oil  price  shock  resulted  in  the  strong  and 
increasing  rice  production  growth  rate  until  the  early  1980s.  Further- 
more, Indonesia  experienced  self-sufficiency  in  rice  in  1984.  For  this 
achievement.  Food  Agriculture  Organization  (FAO)  awarded  a  medal 
of  honor  to  former  President  of  Indonesia,  Soeharto. 

However,  production  growth  slowed  during  the  1980s  until  early 
1990s  before  stagnating  at  a  very  low  average  level  from  the  late  1990s 
onwards.  In  other  words,  Indonesia  was  self-sufficient  in  food  produc- 
tion at  first.  Yet,  sustainability  of  production  became  an  issue,  particu- 
larly on  over-exploitation  of  land  and  water  resources,  disincentives  to 
plant  certain  commodities,  slash  and  burn  agriculture,  and  deforesta- 
tion that  made  the  topsoil  prone  to  erosion. 

In  general,  in  the  1970s  and  1980s,  rice  trade  policy  was  both 
highly  restrictive  and  extremely  liberal.  On  one  hand,  it  was  restric- 


'  David  Dawe,  "Can  Indonesia  Trust  the  World  Rice  Market?"  Biillcliii  of  buioiic^iiiji  Ecoiioviic 
Studies,  44  (1):115,  2008. 

^  Pantjar  Simatupang  and  C.  Peter  Timmer,  "Indonesian  Rice  Production:  Policies  and  Realities," 
Bullcliii  of  liidoncsuin  Econuiiiic  Sliiclics,  44(1):65,  2008. 


Questioning  Political  Will  on  Food  Security  in  Indonesia 


75 


tive  because  only  the  National  Food  Logistic  Agency  (or  BULOG)  was 
allowed  to  import.  On  the  other  hand,  it  was  liberal  because  BULOG 
was  given  an  explicit  mandate  to  stabilize  prices  at  around  the  world 
price,  substantiated  by  strong  political  incentives  to  conform  to  this 
mandate. 

According  to  Indonesia's  statistics  data,  harvest  area  in  Indonesia 
was  relatively  stagnant,  and  it  was  recorded  to  be  12  miUion  hectares 
(Ha)  in  2009.  Meanwhile,  productivity  increased  slightly  from  43.8 
Ku/Ha  in  1993  to  50  Ku/Ha  in  2009  (Figure  1).  As  Simatupang  and 
Timmer  (2008)  mentioned  that  the  stagnant  or  lower  rice  production 
might  be  caused  by  several  reasons^.  First,  sawah  (rice  field)  area  de- 
clined between  1995  and  2000.  Second,  technical  issues  in  the  harvest 
and  post-harvest  industries  were  estimated  to  have  caused  a  twenty 
one  percent  loss  out  of  the  total  output,  with  the  largest  loss  occurring 
during  harvest  and  threshing^.  Third,  rice  fields  were  converted  to  ar- 
eas for  non-agricultural  uses.  And  fourth,  the  performance  of  the  rice 
industry  was  poor  because  of  the  degradation  of  the  irrigation  system 
and  the  low  rate  of  public  investment  in  research  and  development 
in  agriculture.  Nevertheless,  the  earlier  experiences  showed  that  self 
sufficiency  was  technically  feasible,  although  its  achievement  might 
be  costly,  both  in  terms  of  economic  opportunities  forgone  and  govern- 
ment's fiscal  budget. 


'  Simatupang  and  Timmer,  "Indonesian  Rice  Production/'  68-75. 
Neil  McCulloch  and  C.  Peter  Timmer,  "Rice  Policy  in  Indonesia:  A  Special  Issue,"  Bullelhi  of 
Indonesian  Economic  Studies,  44(1  ):36,  2008. 
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Figure  1.  Harvest  Area  and  Farmers'  Productivity  in  Indonesia,  1993- 
2009 


l^H  HaiAest  area  (Ha)  —♦—Productivity  (Ku/Ha)  i 


Source:  Central  Bureau  of  Statistics. 

According  to  Barichello  (2000),  there  are  four  aspects  of  food  se- 
curity in  Indonesia^:  (1)  having  consumers  and  shortfalls  in  food  con- 
sumption, instead  of  on  farmers,  as  the  primary  focus;  (2)  the  level 
of  aggregation  -  while  the  problem  is  at  local/household  level,  poli- 
cies are  usually  issued  at  national  level;  (3)  related  to  timing,  there  is 
a  difference  between  temporary  food  security  problem  due  to  climatic 
shocks  or  conflict  and  chronic  food  problem  due  to  poverty;  and  (4)  a 
lack  of  food  accessibiUty  despite  food  availability  (because  of  a  lack  of 
infrastructure  or  market  access). 

Based  on  Dartmouth  Flood  Observatory's  research,  ten  provin- 
ces are  susceptible  to  food  insecurity  because  floods  occur  every  year. 
These  include  Jambi,  South  Sumatera,  Aceh,  Central  Java,  East  Java, 
North  Sulawesi,  North  Sumatera,  West  Java,  and  South  Sulawesi.  For 
example,  floods  in  2004  resulted  in  the  loss  of  60,000  tons  in  crop  pro- 


Rick  Barichello,  "Evaluating  Government  Policy  for  Food  Security:  Indonesia."  Paper  present- 
ed at  the  lAAE  Workshop  on  Food  Security,  Berlin,  August  12,  2000. 
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duction,  while  droughts  in  the  same  year  caused  the  loss  of  8,000  tons 
in  crop  production. 

In  terms  of  workers,  although  Indonesia  is  an  agricultural  society, 
there  has  been  a  dramatic  structural  change  over  the  recent  decades, 
with  many  workers  moving  out  of  agriculture  in  both  rural  and  ur- 
ban areas.  It  is  important  to  note  that  sixty  percent  of  the  total  work- 
ing populations  are  tmable  to  benefit  directly  from  higher  rice  prices 
since  they  do  not  work  in  agriculture.  Moreover,  although  70  percent 
of  households  in  rural  areas  are  engaged  in  agriculture,  only  a  little 
over  half  of  these  households  actually  plant  rice. 

Poverty  and  rice  price  nexus 

Poverty,  as  well  as  unemployment  problem,  is  a  predominant  fac- 
tor that  influences  food  security  in  Indonesia.  Since  the  1997/98  finan- 
cial crisis,  Indonesia  has  made  significant  strides  in  reducing  poverty 
although  the  El  Nino  drought  had  led  to  medium-term  food  insecurity 
and  a  longer-term  deterioration  in  nutritional  status.  However,  many 
people  still  live  under  poverty  line.  In  March  2009,  over  11  million 
(around  14  percent)  Indonesians  lives  below  the  poverty  line  or  un- 
der IDR  200,262  (Table  1).  Although  Indonesia  passed  a  law  on  social 
protection,  including  social  health  insurance,  its  implementation  will 
require  further  central  and  local  regulations  and  substantial  financial 
and  technical  supports  before  it  can  be  applied. 

The  nexus  of  poverty  and  rice  price,  in  particular,  that  is  related 
to  the  impact  of  rice  price  increase  on  farmers  and  the  poor,  is  still  de- 
batable. The  major  reason  of  the  government  to  promote  a  higher  rice 
price  is  the  desire  to  protect  farmers  and  to  reduce  poverty,  particularly 
in  the  rural  area.  The  assumption  of  this  policy  is  that  farmers  benefit 
from  higher  rice  prices  and  that  helping  farmers  will  reduce  poverty 
since  the  majority  of  the  rural  poor  are  connected  in  some  ways  to  agri- 
culture. Furthermore,  the  farmers  union  Himpunan  Kerukunan  Tani  In- 
donesia, or  HKTI)  argued  that  higher  rice  prices  ensured  food  security 
by  encouraging  production  and  also  provided  a  concrete  development 
to  rural  areas^. 


^  Neil  McCulloch,  "Rice  Prices  and  Poverty  in  Indonesia,"  Bulletin  of  Indonesian  Economic  Studies, 
44(1):  47,2008. 
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Table  1.  Indonesia's  Demography,  2009 


Population  in  2000  (census) 

229,965,000 

Poor  People  (March  2009) 

Urban 
Rural 

32,530,000 

11,910,500 
20,619,400 

Poverty  Line  (IDR)  (March  2009) 

Urban 
Rural 

200,262 
't/fl^  222,123 
179,835 

Source:  Central  Bureau  of  Statistics 


Based  on  the  World  Bank  studies  in  November  2006,  3.1  million 
people  may  have  been  pushed  into  poverty  as  a  result  of  the  price  rise 
between  February  2005  and  March  2006,  which  was  around  seventy 
five  percent  increase  in  poverty.  As  McCulloch  (2008)  asserted  that 
only  around  a  quarter  of  all  households  planted  rice^.  A  large  majority 
of  population,  including  in  rural  areas,  consumed  more  rice  than  they 
produced  and  most  were  therefore  harmed  by  higher  rice  price.  Those 
that  gained  from  higher  prices  were  likely  to  be  farmers  with  accesses 
to  slightly  larger  plots  of  land.  Thus  an  increase  in  the  rice  price  consti- 
tuted a  transfer  from  the  large  majority  of  consumers  to  a  minority  of 
producers  at  all  income  levels^. 

Rice  import  phenomenon 

Regarding  to  rice  import,  Indonesia's  rice  production  and  con- 
sumption data  are  controversial.  Rice  consumption  as  estimated  by  the 
household  survey  data  is  much  lower  than  the  officially  reported  rice 
production.  This  suggests  that  Indonesia  is  a  net  rice  exporter,  but  in 
fact  it  has  generally  been  a  net  importer. 

The  status  of  rice  import  is  perceived  as  an  indicator  of  govern- 
ment policy  preference  because  allowing  rice  imports  is  considered  as 
anti-farmers  and  banning  them  as  pro-farmers.  Practically,  imports 
are  administratively  determined  (out  of  automaticity).  Imports  occur 
when  domestic  demand  rise  to  a  politically  unacceptable  level.  Besides 


^  McCulloch,  "Rice  Prices  and  Poverty  in  Indonesia." 
"  McCulloch,  "Rice  Prices  and  Poverty  in  Indonesia,"  53 
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that,  imports  also  occur  when  domestic  production  fails  to  meet  the 
domestic  demand. 

Figure  2.  Rice  Import  Value,  1989  -  2009 


1,400  1 


Source:  WITS  Database 


A  specific  tariff  was  added  in  1999.  And  through  Ministry  of  Trade 
Decree  (No.  9/MPP/Kep/l/2004),  a  'seasonal'  import  ban  was  im- 
posed and  repeatedly  extended.  That  policy  effectively  decreased  the 
rice  import  value  from  USD  1.3  million  (the  highest  import  value  in 
history)  in  1999  to  USD  0.3  million  a  year  after  (Figure  2).  Historically, 
the  amounts  of  rice  imported  were  equivalent  to  around  four  percent 
of  total  rice  production,  so  that  it  was  not  surprising  that  this  import 
ban  led  to  a  steady  and  large  increase  in  price,  by  almost  eighty  percent 
in  the  period  from  January  2004  to  January  2007^.  . 

The  government  remains  reluctant  to  use  the  world  rice  market  to 
achieve  domestic  food  security  goals  for  two  main  reasons.  First,  there 
is  a  concern  that  trade  policies  of  other  countries  create  a  heavily  dis- 
torted world  market  price,  and  second,  there  is  a  fear  of  world  market 
price  volatility'". 


'  McCulloch,  "Rice  Prices  and  Poverty  in  Indonesia,"  46 
'°  Dawe,  "Can  Indonesia  Trust  the  World  Rice  Market?"  115. 
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World  rice  prices  were  quite  volatile  from  2005  to  2010,  meanwhile 
domestic  price  increased  steadily  (Figure  3).  As  Kimura  et.  al  (2009) 
argued  that  international  price  of  rice  is  potentially  highly  sensitive 
to  policy  changes  on  the  side  of  exporters  and  other  external  shocks". 
h\  general,  possible  causes  of  international  food  price,  including  rice 
volatility  are:  (1)  the  impact  of  increasing  crude  oil  prices  on  food  pri- 
ces; (2)  the  conversion  of  grain  and  oil  seeds  into  liquid  bio  fuel;  (3)  ex- 
port restriction  imposed  by  some  countries;  (4)  a  decline  in  global  food 
stock  to  a  very  low  level;  (5)  a  reduction  in  cereal  production  in  2006; 
(6)  the  depreciation  of  the  US  dollars;  (7)  increased  demand  from  rapi- 
dly growing  developing  economies;  and  (8)  speculative  investments  in 
food  commodities. 

h\  developing  coimtries,  the  government  usually  uses  two  mecha- 
nisms to  stabilize  the  price  of  rice,  which  is  usually  most  volatile  during 
the  pre-harvest  seasons:  buffer  stock  agencies  and  trade-based  stabili- 
zation instruments  such  as  commodity  futures  and  options  markets.  In 
Indonesia,  BULOG  also  has  an  authority  to  decide  on  the  prices  of  dry 
land  paddy,  processed  paddy,  and  rice. 

Starting  in  2005,  dry  land  paddy  price  was  based  on  the  ceiling 
price  set  by  the  government  as  a  reference  price.  Through  presiden- 
tial instruction  No.  3/2007,  the  government  decided  that  the  dry  land 
paddy  price  was  IDR  2,000/kg  and  rice  price  was  IDR  4,000/kg.  By 
2010,  the  dry  land  paddy  price  and  the  rice  price  were  IDR  2,400/kg 
and  IDR  4,600 /kg  respectively. 

In  the  past,  under  New  Order  regime,  Indonesia  successfully  sta- 
bilized its  domestic  rice  price  at  a  level  equivalent  to  the  average  of  the 
long  rim  world  price  from  1969  to  1996.  In  1990s,  rice  policy  changed 
dramatically,  with  various  import  restrictions  such  as  tariff  and  import 
bans  raising  the  domestic  price  to  a  substantially  higher  level  relative 
to  its  long-term  trend  and  the  world  price. 


"  Fiikunari  Kimiira,  DniHuke  Hirnlsuka,  and  Ka/.unari  Tsiikada,  "Food  Issues  and  Regional  Co- 
operalion  in  Dynamic  Easl  Asia,"  ERIA  Policy  Brief  No.  2009-02,  February  2009. 
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Figure  3.  Rice  Price  in  International  and  Domestic  Markets 
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Source:  Ministry  of  Trade 
*Note:  2010  data  as  of  April  2010 


Thailand,  Vietnam,  and  China  are  the  largest  importing  countries 
in  Indonesia.  In  2000,  import  from  those  countries  was  recorded  eighty 
four  percent  of  total  import.  It  increased  significantly  to  ninety  six  per- 
cent in  2009.  This  is  in  line  with  the  fact  that  those  countries  are  also  the 
main  world  rice  exporters  (Table  2). 


Table  2.  Top  5  Indonesia's  rice  importers 


Partner 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

Ave. 

Countries 

2000- 
2009 

All  countries 

319130 

134913 

342S16 

291352 

61753 

51455 

132621 

467719 

124143 

108153 

203375.4 

Vietnam 

77076 

23441 

112965 

96273 

13544 

123B7 

83773 

335559 

47392 

7937 

81034.7 

Thailand 

83408 

33757 

82566 

110447 

33023 

32489 

45399 

122426 

64721 

81960 

69019.6 

China 

107428 

4646 

25624 

11132 

43 

4 

145 

1501 

6642 

13697 

17086.1 

United  States 

13874 

53006 

3598 

2S528 

5728 

779 

647 

791 

1796 

2006 

10775.1 

India 

304 

61148 

17283 

423 

318 

644 

1606 

338 

791 

9206.1 

Source:  WITS  Database 
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Rice  Policy  Development  in  Indonesia 


During  the  Soekarno's  era,  the  economy  including  rice  producing  sec- 
tor was  influenced  by  political  matters.  In  principle,  he  adopted  poli- 
cies to  receive  political  supports.  The  aim  of  this  policy  was  protect- 
ing his  power  by  taking  care  of  civil  servants  and  the  military  through 
income  protections.  At  that  time,  rice  was  one  of  the  monthly  salary 
components. 

Turning  to  Soeharto's  (New  Order)  era,  basically,  his  policy  mi- 
micked Soekarno's  policy.  Rice  was  still  one  of  the  monthly  salary 
components.  The  goverim\ent  hoped  that  it  would  increase  the  num- 
ber of  votes  in  the  election.  In  the  first  several  years,  the  government 
was  dealing  with  several  main  focuses:  fix  the  macroeconomic  mess 
inherited  from  the  previous  regime,  and  improve  the  few  resources  to 
push  for  agricultural  development.  Furthermore,  during  this  period, 
technological  breakthroughs  were  unavailable.  Meanwhile,  chemical 
fertilizers  were  in  their  early  adoption  stage  and  their  distribution  was 
uneven  and  sporadic,  although  rice  field  expansion  was  easy.  As  a  re- 
sult, average  paddy  production  growth  rate  was  modest.  This  was  in 
contrast  with  the  rapid  population  growth  at  that  time. 

In  terms  of  institution  involved,  Soeharto's  regime  established 
BULOG  in  1967,  which  was  projected  to  maintain  Indonesia's  food 
security  through  two  mechanisms:  stabilization  of  rice  price  and  sta- 
bilization of  monthly  rice  supply  for  civil  servants  and  the  military. 
Principally,  BULOG  policies  were  price  stabilizing  not  only  within  a 
year  but  also  between  years.  Rice  was  imported  at  times  of  stocks 
shortages  to  keep  rice  price  from  rising  excessively.  It  also  acquired 
stocks  to  raise  farm  price  as  needed.  The  government  also  covered 
losses  of  stock  disposals  (Barichello,  2000).  In  late  1980,  BULOG's  du- 
ties were  expanded.  It  now  managed  several  other  commodities  such 
as  sugar,  wheat,  corn,  and  soy  beans.  In  additions,  this  policy  was  still 
implemented  in  Megawati's  era. 

After  the  economy  stabilized,  the  main  focus  changed  from  in- 
creasing rice  production  to  achieving  self-sufficiency.  The  government 
was  also  able  to  make  a  huge  investment  to  enliance  rice  production, 
including  rice-field  development,  irrigation  system  rehabilitation  and 
expansion,  construction  of  input  delivery  systems,  farm  financing  and 
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an  extension  system.  High-yield,  short-growing-cycle,  and  high-input 
"green  revokition"  rice  varieties  were  also  introduced  on  a  large  scale. 
From  1977  to  1982,  rice  production  accelerated  rapidly  despite  harvest 
failures  because  of  droughts  and  pest  outbreaks. 

Rice  self-sufficiency  was  achieved  in  1984  but  it  was  short-lived. 
In  contrast,  the  growth  rate  of  rice  production  declined  continuously 
from  1982  to  1998.  This  decrease  was  because  the  widespread  adoption 
of  green  revolution  technology  in  rice-producing  countries,  which  af- 
fected the  price  of  rice  in  the  world  markets  to  decrease.  On  the  other 
side,  manufacturing  and  services  sectors  development  were  more  at- 
tractive for  workers  and  they  began  to  draw  labor  out  of  agriculture. 

In  the  post- Asian  Financial  Crisis  period,  the  stabilization  of  rice 
production  growth  seemed  somewhat  paradoxical:  the  huge  debt-ser- 
vice reqmrements  of  the  immediate  post-crisis  bailout  of  the  banking 
sector  meant  that  few  government  resources  were  put  into  rice  produc- 
tion, while  reduced  goverrrment  spending  on  maintenance  and  expan- 
sion led  to  the  degrad^ation  of  infrastructure  financing  (Simatupang 
and  Timmer,  2008). 

Nevertheless,  food  security  is  given  high  priority  in  Indonesia;  it 
refers  to  the  Law  No.7/1996  on  Food  and  the  Govenunent  Regulation 
No.  68/2002.  In  principal,  the  formulation  of  the  food  security  poHcy 
was  synchronized  with  the  agreement  of  Millermium  Development 
Goals  (MDGs):  reducing  poverty  and  hunger  by  fifty  percent  by  2015, 
compared  to  the  1990  level  (MDGsl).  The  government  also  established 
a  Food  Security  Council  (DKP)  through  Presidential  Decree  (Keppres) 
no.  132/2001.  Its  main  task  is  to  implement  all  of  food  security  pro- 
grams particularly:  to  formulate  a  national  food  security  policy  which 
covers  the  aspect  of  availability,  distribution,  consumption,  quality,  nu- 
trition, and  food  safety;  and  to  implement  evaluation  and  management 
towards  national  food  security  stabilization.  Furthermore,  under  SBY's 
cabinet,  Indonesia  has  achieved  and  had  many  significant  changes  in 
food  policy  as  explained  earlier. 

In  short,  Indonesia  has  tried  to  achieve  food  self-sufficiency  since 
1952  through  KASIMO  policy  (I.J.  Kasimo  was  a  former  Minister  of 
Welfare  during  the  second  Hatta's  Cabinet)  with  the  establishment  of 
BAMA  Foundation  {Yayasan  Bahan  Makanan /Foodstuffs  Foundation). 
Yet,  food  self-sufficiency  could  not  be  maintained,  and  this  might  be 
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because  efforts  to  achieve  self-sufficiency  were  not  accompanied  by  ef- 
forts to  strengthen  food  security.  Rice  policy  can  be  classified  into  four 
types  of  policy  Tliese  are  production,  import,  price  stabilization,  and 
distribution. 

Production  Policy 

Production  policy  was  in  line  with  Law  No.  7/1996  on  food.  This 
policy  was  implemented  in  two  ways.  These  are  intensification  and 
extensification.  Litensification  focuses  on  how  to  increase  plant's  pro- 
ductivity and  Plant's  Index  (Lideks  Pertanaman  (IP)).  Meanwhile,  ex- 
tensification mainly  deals  with  the  increase  of  harvest  areas,  such  as  in 
Sumatera,  Kalimantan,  and  Sulawesi.  Ministry  of  Agriculture  continu- 
ously initiates  several  programs  in  order  to  increase  rice  production. 

Increasing  national  rice  production  program  (Program  Peningka- 
tan  Produksi  Padi  or  P4)  has  been  started  since  the  laimching  of  Padi 
Sentra's  program  in  1959.  The  program  was  implemented  through  two 
technology  packages,  namely  hard  technology  (equipment  assistance) 
and  soft  technology  (social  and  individual  approaches).  This  program 
was  not  successful  in  rising  rice  production.  Then,  in  1965,  through 
Bogor  Agricultural  University  (Institut  Pertanian  Bogor  or  IPB),  gov- 
ernment laui\ched  Mass  Assistance  (Bimbingan  Massal  or  Bimas)  and 
Special  Intensification  Program  (Intensifikasi  Khusus  or  Insus)  with 
Minister  of  Agriculture  Decree  No.  3/1979.  Indonesia  finally  achieved 
rice  self-sufficiency  in  1984  through  Panca  Usahatani  Progi-am  (manag- 
ing agriculture  land,  irrigation,  fertilizer  usage,  destroying  pests,  and 
top  varieties  of  usage).  In  the  following  years,  program  in  increasing 
rice  production  was  evaluated  against  environment  and  social  econo- 
my changes. 

A  more  recent  production  policy  was  issued  and  known  as  In- 
creasing National  Rice  Program  (Program  Peningkatan  Beras  Nasioual  or 
P2BN),  which  has  started  since  2007.  Target  of  this  program  was  to 
boost  rice  production  up  to  two  million  ton  or  five  percent  per  year. 
In  summary,  below  is  the  progress  of  rice  policy  development  in  Indo- 
nesia from  1959-2007. 
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Table  3.  The  Rice  Production  Policies'  Progress  1959  -  2007^^ 


Program 

Year 

Hard  Technology 

Soft  Technology 

Achievements 

Pad]  Sentra 

1959 

Si  Gadis,  Jelita, 
Dara,  Bengawan 
Varieties 

Welfare  Move- 
ment Operation 

Unsuccessful 
because  of  low 
farmer's  participa- 
tion 

Bimas 

1965 

Si  Gadis,  Jelita, 
Dara,  Bengawan 
Varieties 

Institutional  and 
Credit  Restruc- 
turization 

Best  varieties 
spread  out 

Inmas 

1968 

PB5  and  PB8 
(IRRI)  Varieties 

Institutional  Re- 
structurization 

Unsuccessful 
because  of  funding 
problem 

Bimas  Gotong 
Royong 

1969 

Implementation 
of  PBS  and  PBS 
(IRRI)  Varieties 

Strengthening 
Private  Capital 
Institution 

Relatively 
successful 

Insus 

1979 

Panca  Usahatani 

Creating  Farm- 
er's Group 

Rice  self-sufficiency 
1984 

Supra  Insus 

1987 

^Sapta  Usahatani 
(Panca  Usahatani 
plus  post-harvest 
maintenance  and 
marketing) 

Strengthening 
Farmer's  Group 

Unsuccessful  be- 
cause of  production 
stagnancy 

SUTPA 

1995 

Cibodas  and 
Membramo  Vari- 
eties 

Agricultural 
Diversification 

Unsuccessful 

INBIS 

1997 

Cibodas  and 
Membramo  Vari- 
eties 

Farmer  Assis- 
tance 

Unsuccessful  be- 
cause of  El-Nino 

Gema  Pala- 
gung 

1998 

Sapta  Usaha  Tani 

Farm's  Credit 
(Kredit  Usalia 
Tani  (KUT)) 

Unsuccessful 
because  of  credit 
problem 

Corporate 
Farming 

2000 

Cibodas  and 
Membramo  Vari- 
eties 

Farmer's  Con- 
solidation 

Unsuccessful 
because  of  farmer's 
misperception 

PKP 

2000 

Cibodas  and 
Membramo  Vari- 
eties 

Direct  Fund  As- 
sistance 

Unsuccessful  be- 
cause of  monitoring 
problem 

"  Firdaus,  Muhammad,  Lukman  M.  Baga,  and  Purdiyanti  Pratiwi,  Swnscinhndn  Bcrns  dari  Masn  ke 
Masa:  Telaah  Efektivitns  Kcbijakan  dan  Penimusaii  Strategi  Nnsional  (Self-sufficiency  of  Rice  from 
Period  to  Period:  Reviewing  Policy  Effectiveness  and  Formulating  National  Strategy)  (Bogor: 
IPB  Press,  2008),  22. 
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PTT 


P2BN 


2001 


2007 


Resources  Combi- 
nation 


Varieties  and 
subsidized-fer- 
tilizer  assistance, 
irrigation 


Agribusiness' 

Group  and 
Strengthening 
Capital 


Post-harvest 
and  institutional 
management 


Unsuccessful 
because  of  foreign 
cooperation's  pres- 
sure 


Successful  to  in- 
crease rice  produc- 
tion (2.6  million  ton) 


Source:  Firdaus  et.al,  "Swasembada  Beras." 

Import  Policy 

The  objective  of  this  policy  is  to  reduce  Indonesia's  rice  import 
dependency.  This  policy  is  implemented  through  two  instruments, 
namely  tariff  and  non-tariff  restrictions.  After  the  sign  of  WTO  agricul- 
tural consensus  (Agreement  on  Agriculture  or  AoA)  in  1995,  Indone- 
sia's rice  import  dependency  increased.  Rice's  trade  liberalization  has 
been  applied  in  the  course  of  zero  percent  import  tax,  BULOG  status 
removal  as  state  trading  enterprise,  input  subsidy  removal,  and  ferti- 
lizer liberalization  in  1998. 

In  2000,  government  implemented  rice  import  tax  of  IDR  430  per  1 
kilogram  (ad  valorem  30  percent).  Then  in  2005,  government  increased 
rice  import  tax  to  IDR  450  per  1  kilogram.  This  policy  was  not  effective 
in  elevating  domestic  price  while  it  often  created  illegal  rice  imports  to 
Indonesia.  During  2000-2003,  about  50  percent  of  rice  imports  was  im- 
ported illegally  to  Indonesia.  Based  on  that  condition,  in  2004,  govern- 
ment launched  rice  import  procedures  through  Minister  of  industry 
and  Trade  Decree  No.  9 /MPP/Kep/ 1/2004.  The  decree  stated  that  rice 
import  could  be  done  only  by  importers  who  had  a  special  authority. 
Furthermore,  the  decree  also  stated  tliat  import  could  not  be  done  one 
month  before  harvest,  during  harvest  period,  up  until  two  montlis  af- 
ter harvest. 

Non-tariff  restriction  was  implemented  by  tariff  rate  quota  and 
trade  activity  supervision.  Tariff  rate  quota  was  very  useful  for  protect- 
ing domestic  industry.  This  tariff  was  relatively  transparent,  so  it  does 
not  violate  the  AoA  ratification,  especially  those  articles  which  were  sta- 
ted in  'green  box'  and  'blue  box'  of  AoA.  However,  Indonesia  opened 
her  minimum  market  access  of  70,000  ton  or  a  minimum  of  five  percent 
from  the  total  domestic  demand  as  stated  in  AoA  1995  consensus. 
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Price  Stabilization  Policy 

Price  stabilization  is  a  government  policy  to  protect  farmers  and 
rice  consumers.  For  protecting  farmers,  since  1970,  government  has 
applied  a  floor  price  for  paddy  and  rice  commodity.  This  policy  has  an 
objective  to  give  a  guarantee  to  farmers  that  their  production  will  be 
bought  based  on  prices  set  by  the  government  and  to  stimulate  produc- 
tion. In  the  meantime,  to  protect  consumers,  government  set  a  ceiling 
price  for  giving  accesses  in  terms  of  feasible  prices  and  for  increasing 
distribution  inter-regionally,  from  excess  regions  to  shortage  regions. 

Through  Presidential  Instruction  No.  9/2002,  government  cha- 
nged the  phrase  of  Basic  Paddy  Price  {Harga  Dasar  Gabah  or  HDG) 
to  Government  Purchase  Price  {Harga  Pembelian  Pemerintah  or  HPP) 
or  Harga  Dasar  Gabah  Pembelian  Pemerintah  or  HDGPP).  Moreover, 
through  Minister  of  Trade  Decree  No.  1111/2007,  government  appoin- 
ted BULOG  for  maintaining  domestic  price  of  rice  with  the  implemen- 
tation of  HPP  and  ceiling  price.  This  decree  was  in  line  with  Presiden- 
tial mstruction  No.  2/2005  and  Presidential  Instruction  No.  3/2007  on 
rice.  In  addition,  with  the  implementation  of  Minister  of  Trade  Decree 
No.  1109/2007,  which  has  been  effective  since  August  2007,  BULOG 
has  a  role  to  monopolize  price  management  and  rice  import. 

Based  on  that  situation,  BULOG  can  implement  several  policies, 
such  as  import  management,  soft  loan  for  BULOG  partners,  and  mar- 
ket operation  (pure  operation  or  OPM  and  special  operation  or  OPK). 
OPM  is  implemented  by  cutting  price  until  10-15  percent  below  mar- 
ket price.  Meanwhile,  OPK  is  the  implementation  of  targeted  price 
subsidy,  especially  for  poor  people.  Since  2002,  OPK  changed  its  name 
to  Poor  Rice  {Beras  Miskin  or  Raskin)). 

Distribution  Policy 

The  objective  of  distribution  policy  is  to  assure  the  availability  of 
food  for  society.  The  distribution  policy  is  handled  by  BULOG  since 
1967.  Recently,  there  are  four  public  tasks  of  BULOG:  HPP  guarantees 
for  paddy  and  rice,  price  stabilization,  Raskin  management,  and  na- 
tional food  stock  or  reserves.  Based  on  Government  Regulation  No. 
7/2003  and  Presidential  Instruction  No.  2/2005  on  rice  policy,  those 
four  BULOG's  roles  should  be  implemented  all  together. 
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Distribution  process  in  Indonesia  was  implemented  in  two  ways, 
through  BULOG  and  market  mechanism.  BULOG  is  usually  covering 
ten  percent  of  rice  market  shared  nationally,  meanwhile,  the  rest  are 
spreading  through  market  mechanism.  In  order  to  avoid  food  insecu- 
rity in  Indonesia,  BULOG  distributes  rice  through  its  representative 
(regional  divisions  and  sub  regional  divisions)  all  over  Indonesia. 

The  Current  Food  Policy  Development 

During  the  SBY's  era,  the  government  latmched  the  revitaliza- 
tion  strategy  of  agriculture,  forestry  and  fisheries,  specifically  in  2005. 
Particularly  for  agriculture  revitalization,  the  strategy  is  through  the 
mainstreaming  of  alternative  food,  such  as  maize,  cassava,  in  addition 
to  rice.  This  strategy  includes  agribusiness  sector  development  with 
the  aims  to  create  value  added.  The  targets  were  revenue  increases  and 
better  accesses  for  agribusiness  commodities.  Several  substantial  new 
resources  have  been  injected  into  the  sectors  through  increasing  subsi- 
dies for  fertilizer,  seeds  and  credit  as  weU  as  the  rice  for  poor  families 
program  (Raskin). 

According  to  Ministry  of  Agriculture's  description,  several  poli- 
cies have  been  prepared  on  the  supply  side,  food  accessibility,  food 
production,  and  poverty  alleviation.  On  the  supply  side,  the  poHcies 
are  as  follow: 

•  Set  a  timetable  for  achieving  food  self-sufficiency  in  five  most 
important  commodities,  namely  rice  (2005),  com  (2008),  sugar 
(2009),  beef  (2010)  and  soybeans  (2012). 

•  Apply  "promotion  and  protection"  approach,  such  as  invest- 
ment promotion  and  growth  in  food  production  through  ef- 
ficiency and  competitiveness,  and  moreover,  protect  agricul- 
ture/farmers from  hostile  international  markets  through  tariff 
and  subsidy. 

•  Implement  five  efforts  principle  (PANCA  YASA)  as  a  strate- 
gic set  to  revitalize  agriculture  development,  comprises  of:  (1) 
development  and  rehabilitation  of  agricultural  infrastructure 
(i.e.  rural  irrigation,  farm  roads,  etc.);  (2)  empowering  farmers' 
groups/ organizations  particularly  in  their  ability  to  access  and 
adopt  recommended  teclmology;  (3)  revitalization  of  agricul- 
tural extension  particularly  in  delivering  tecliiiology  and  in- 
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formation  related  to  agribusiness  development;  (4)  improving 
availability  of  agricultural  finance  and  farmers'  accessibility  to 
rural  capital  source /institution;  (5)  improving  market  accesses 
for  farmers  for  both  inputs  and  outputs. 

In  terms  of  policy  on  food  accessibility,  the  twin  track  strategy  has 
been  prepared.  It  covers:  promotion  of  sustainable  rural  and  agricul- 
tural development  to  create  job  opportimity  and  generate  income.;  dis- 
tribution of  food  aid  for  the  poor  and  supports  to  empower  their  capa- 
city to  develop  their  food  security  at  household  or  community  level. 

In  2008,  it  was  expected  that  aroimd  19.1  million  poor  households 
were  beneficiaries  of  Raskin.  It  comprised  of  21  percent  of  poor  house- 
holds and  22  percent  of  near  poor  households;  each  poor  household 
received  15  kg  of  rice  per  month  at  a  price  of  IDR  1,600/kg,  or  about 
one-third  of  the  market  price.  In  additions,  SBY's  government  has  four 
main  food  security  programs  which  are  designed  for  the  poor":  (1)  the 
rice  program  for  thepbor;  (2)  the  public  works  program;  (3)  the  em- 
powerment program  for  micro-small  and  medium  enterprises;  and  (4) 
the  low  income  assistance  funds  disbursement  scheme^^. 

For  2010-2014  period,  the  government  has  a  strategy  on  agricul- 
ture development,  including:  land,  breeding  seed,  infrastructures  and 
facilities,  human  resources,  farmer  financing,  farmer's  institutions,  and 
technology  and  downstream  industries. 

Recent  Government's  Efforts  to  Maintain  Food  Security  in  Indonesia 

The  current  condition  of  climate  change  is  difficult  to  predict.  It  threat- 
ens food  resilience,  not  ordy  in  Indonesia,  but  also  the  entire  world. 
In  response  to  this  situation,  the  government  has  been  paying  serious 
attention  to  the  agricultural  sector,  especially  in  relation  to  food  price 
hikes  and  food  shortages.  The  agricultural  sector  is  very  important  and 
strategic  in  overcoming  food  shortages  in  Indonesia.  Food  shortage, 
which  mostly  occurs  because  of  the  imbalance  between  rapid  popu- 
lation growth  and  food  stock,  could  disturb  human  security  as  well 


"  I  Wayan  Rusastra,  Togar  A.  Napitupulu,  and  Robin  Bourgeois,  The  Impact  of  Support  for  Imports 
on  Food  Security  in  Indonesia  (New  York:  United  Nations  Economic  and  Social  Commission  for 
Asia  and  the  Pacific,  2008),  11. 
Rusastra,  et.  al..  The  Impact  of  Support  for  Imports. 
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as  national  security.  Food  shortage  has  disturbed  national  security  in 
several  countries  in  Africa. 

In  order  to  strengthen  what  the  government  already  does  to  main- 
tain food  security  in  Indonesia,  there  are  three  focuses  of  analysis  that 
can  be  explored,  including  the  implementation  of  the  government's 
nine  solutions  to  keep  domestic  food  prices  stable,  the  continuation 
of  market  operation,  and  the  exemption  of  import  duty  policy  of  57 
tariff  posts  of  agricultural  products  to  protect  national  food  stability 
and  resilience. 

At  the  beginning  of  January  2011,  government  implemented  nine 
solutions  in  order  to  keep  domestic  food  prices  on  track  in  terms  of  sta- 
bility in  the  midst  of  rising  global  food  prices.  The  first  solution  is  mar- 
ket operations  to  control  the  price  of  certain  commodities.  The  second 
and  third  solutions  are  special  fiscal  policy  for  food  trade  including  ex- 
ports and  imports  and  assurance  of  domestic  supply  to  meet  demand. 

The  fourth  solution  is  assuring  that  domestic  food  stock  is  strong 
to  prevent  speculation  whil6  the  fifth  is  increasing  food  production  and 
productivity.  Other  solutions  are  promoting  the  local  and  family-based 
food  resilience  movement,  preventing  hoarding  and  guaranteeing  ac- 
curate calculation  of  food  production.  The  last  solution  is  putting  in 
place  new  policy  or  regulation  to  assure  the  preservation  of  agricultural 
land.  Through  these  nine  solutions,  which  have  an  objective  to  keep  do- 
mestic price  stable,  government  hopes  that  it  can  overcome  food  prob- 
lems, such  as  the  successful  experience  when  dealing  with  the  threat  of 
the  global  food  crisis  in  2007  and  2008  caused  by  El  Nino  and  La  Nina. 

In  response  to  unusual  increases  in  food  price,  the  government  has 
implemented  market  operations  xmtil  the  next  grand  harvest,  which 
probably  takes  place  in  March  2011,  so  that  food  prices,  especially  rice, 
would  become  affordable  particularly  for  low-income  groups.  Govern- 
ment has  implemented  market  operations  until  the  next  grand  harvest 
so  that  prices  will  decline. 

In  2011,  government  has  made  exemption  of  import  duty  policy 
for  57  types  of  food  commodity,  cattle  feed,  and  fertilizer.  This  policy 
replaced  previous  government  plans,  which  only  exempted  30  types 
of  food  related  products.  Coordinating  Minister  of  Economic  Affairs, 
Hatta  Rajasa  stated  that  the  plan  was  part  of  a  short  term  policy  that 
had  a  goal  to  keep  food  prices  stable. 
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This  import  duty  policy  was  issued  at  the  end  of  January  2011 
through  a  coordination  meeting  amongst  ministers  and  related  impor- 
tant government  officials.  Import  duty  policy  tends  to  become  a  shock 
therapy  policy  which  only  has  an  aim  to  decrease  food  prices  through 
decreasing  the  rate  of  tariff  without  other  strategic  considerations.  The 
decrease  of  food  price  automatically  will  not  benefit  net  suppliers  of 
food,  but  will  benefit  net  consumers.  Furthermore,  import  duty  policy 
could  make  Indonesian  agriculture  sector  rely  on  imported  agricul- 
tural products  and  other  products  related  to  food,  but  at  times  of  food 
scarcity  and  rising  domestic  food  prices,  it  may  be  necessary  to  do  so. 

Conclusion 

The  recent  food  security  problem  in  Indonesia  is  mainly  caused 
by  extreme  weather  changes.  But,  climate  change  could  not  be  blamed 
as  the  only  cause.  The  main  key  of  this  problem  is  government's  role, 
including  its  willingness  and  sensitivity.  Government  intervention  is 
needed  to  overcome  inarket  distortion  in  the  society  to  correct  the  dise- 
quilibrium between  supply  and  demand.  Presidential  Instruction  re- 
lated to  food  security,  at  the  begiiming  of  January  2011,  tends  to  show 
government's  slow  action  in  overcoming  food  prices  rise. 

We  know  that  in  any  implementation  of  government  policies, 
there  must  be  a  trade-off  in  relation  to  producers'  or  consumers'  needs 
with  no  win/ win  solution  for  either  side.  If  the  government  decides 
to  focus  on  consumers'  needs,  it  has  to  issue  a  policy  which  creates  a 
small  burden  on  farmers  or  producers,  and  vice  versa.  In  terms  of  re- 
cent import  dut^  policies,  net  consumers  of  food  benefit  while  net  sup- 
pliers of  food  are  hurt  because  of  the  tendency  of  a  decline  in  domestic 
food  prices.  Although  this  may  be  wise,  not  all  consumers  should  be 
defended  in  terms  of  food  insecurity,  only  lower-middle  consumers 
should  be  protected.  Thus,  import  dut/  policy  should  be  treated  as 
a  short-term  plan  and  goverrmient  should  have  a  long-term  strategic 
plan  in  order  to  seriously  maintain  food  security. 

Current  food  policies  are  signals  that  government  tends  to  panic 
when  facing  food  price  hikes  as  well  as  food  shortages.  This  condi- 
tion reflects  the  government's  unwillingness  to  take  into  account  past 
global  food  crisis  experiences  (such  as  in  2007/2008)  and  government's 
reluctance  in  receiving  suggestions  related  to  climate  change  that  can 
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hamper  food  security  in  the  world.  For  example,  in  the  case  of  ex- 
pected climate  change  impacts  on  food  security,  government  should 
have  prepared  policies  relating  to  food  security  right  after  the  Inter- 
Governmental  Panel  on  Climate  Change  (IPCC)  held  at  the  end  of 
2007.  At  that  conference  the  findings  related  to  the  impacts  of  climate 
change  on  food  security  were  presented.  So,  why  did  the  government 
wait  to  implement  food  policies,  especially  relating  to  extreme  climate 
change,  imtil  it  was  too  late?  In  other  words,  government  implemen- 
tation of  food  policies  should  have  been  anticipated  since  the  end  of 
2007.  Hence,  it  is  clear  that  government  should  make  extra  efforts  in 
order  to  maintain  food  security  through  its  strong  willingness  and  its 
sensitiveness. 


Review  of  Developments 


SBY's  Eroded  Presidency 

Nico  Harjanto 


Introduction 

The  first  quarter  of  2011  shows  how  pathetic  and  unsatisfactory  is  the 
Susilo  Bambang  Yudhoyono  (SBY)  presidency.  He  could  claim  as  the 
first  democratically  elected  president,  but  his  mediocrity  in  leader- 
ship has  brought  many  urmecessary  problems  for  most  Indonesians. 
Despites  his  lacking  in  decisiveness  and  resoluteness,  he  often  could 
not  respond  challenges,  problems,  and  opportunities  timely  and  ap- 
propriately. He  tended  to  delay  making  decisions,  especially  relating 
to  major  issues.  He  preferred  to  discuss  most  issues  in  a  lengthy  and 
direction-less  fashion  through  various  government  'retreat'  programs 
and  coordination  and  cabinet  meetings.  Though  he  is  on  his  second, 
last  term  of  presidency,  SBY  remains  not  an  effective  leader  to  build 
lasting  legacies.  His  list  of  records  on  solving  repeated  people's  prob- 
lems, envisioning  breakthroughs,  or  putting  right  people  on  right  posi- 
tions is  not  quite  impressive. 

During  this  period,  politics  became  rather  wild  because  of  SBY's 
failures  to  manage  his  authority  and  popular  mandate.  His  convinc- 
ing one  roimd,  more  than  60  percent  of  popular  vote  victory  in  the 
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2009  presidential  election  evaporated  quickly.  In  less  than  2  years,  he 
emerged  just  like  a  political  pariah  where  his  coalition  members  dared 
to  challenge  his  positions  in  the  House  of  Representatives  (DPR-RI)  on 
the  Century  Bank  scandal  last  year  and  on  the  anti-tax  mafia  investiga- 
tion initiative  in  March.  Then,  he  was  chickened  out  to  punish  defec- 
tors, the  Golkar  Party  and  the  Justice  and  Welfare  Party  (PKS),  though 
politicians  from  his  main  backer  Democratic  Party  (PD)  strongly  urged 
for  reshuffling  cabinet  by  kicking  out  at  least  PKS  from  the  coalition. 
The  heightened  political  dynamics  since  the  show  down  in  the  DPR-RI 
and  the  demand  for  cabinet  reshuffle  has  fueled  speculations  and  im- 
certainties  that  surely  disturbed  government  officials  in  fulfilling  their 
duties.  Consequently,  people  must  suffer  from  the  sinking  of  ships,  the 
mess  at  inter-island  ferry,  the  attacks  toward  minorities  and  Ahmadi- 
yah  sect,  and  others. 

The  Aborted  Bid  for  Presidential  Nomination  of  Madame  Yudhoyono 

The  political  year  of  2011  started  with  a  rather  suicidal  statement  by  a 
PD  politician,  Ruhut  Sitompul.  A  former  comedian  and  now  positions 
himself  as  the  party  spokesperson,  he  stated  that  Madame  Kristiani 
Herawati  Yudhoyono,  popularly  known  as  Ibu  Ani,  was  a  strong  con- 
tender for  presidential  election  in  2014,  and  therefore  PD  should  nomi- 
nate her  on  the  ground  that  she  was  the  most  senior  party  figure  after 
SBY  himself.  Sitompul  argued  that  the  first  lady  was  a  capable  leader, 
serving  as  the  deputy  general  chairman  of  PD  in  2004  and  had  been  a 
successful  company  and  advisor  for  President  SBY.  She  was  the  founder 
of  Mutu  Manikam  Nusantara  Foundation,  which  promotes  traditional 
handicraft,  education,  and  small  and  medium  business  empowerment. 

For  Sitompul,  she  has  been  a  presidential  apprentice  for  seven 
years,  making  her  experience  and  knowledge  of  state  affairs  very  valu- 
able. As  for  her  running  mate,  Sitompul  proposed  tlie  tycoon  Golkar 
Party  chairman,  Aburizal  Bakrie,  or  the  daughter  of  opposition  leader, 
Puan  Maharani.  To  make  thing  serious,  it  was  reported  tliat  senior  PD 
politicians  already  established  a  campaign  team  for  the  first  lady,  un- 
der the  coordination  of  a  former  Minister  of  Sport  and  Youth  during 
the  Soeharto  era  who  now  becomes  a  PD  legislature,  Hayono  Isman,.' 


Mrs.  Yudhoyono  Contender  for  Presidency,"  The  Jakarta  Post  daily,  January  4,  201 1. 
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Sitompul's  statement  definitely  fuelled  strong  responses  from 
various  fronts.  For  politicians,  the  statement  was  taken  seriously  as 
there  had  been  rimiors  of  a  dynasty  making  within  the  first  lady's  fam- 
ily. As  the  daughter  of  the  well-known  Indonesian  Kopassus  special 
forces  commander  in  1965,  Lt.  Gen.  Sarwo  Edi  Wibowo,  who  success- 
fully crushed  the  so-called  communist  coup,  Ibu  Ani  was  perceived 
to  play  a  central  role  in  putting  her  siblings,  in-laws,  and  close  rela- 
tives and  friends  into  various  strategic  positions,  from  the  director  of 
state-owned  bank,  DPR-RI  member,  army's  strategic  command  post, 
to  cabinet  minister  as  well  as  into  goverrmient  contracts  and  conces- 
sions. Potential  candidates  and  many  politicians  joined  the  chorus  by 
praising  the  move  or  lambasting  Sitompul  and  PD  for  showing  their 
raw  ambition  to  power  while  many  people  were  still  under  heavy  bur- 
dens from  poverty  and  imemployment. 

Why  is  such  hurry  to  test  her  name  into  public?  Sitompul  might 
have  a  completely  different,  unorthodox  political  calculation  when 
putting  this  issue  into^public  attention.  There  are  still  3.5  years  to  the 
next  presidential  election,  and  SBY  approval  rating  was  declining  re- 
cently. Did  he  bring  up  the  issue  to  rally  president's  loyalists  and  sup- 
porters on  the  one  hand,  and  to  'intimidate'  potential  challengers  in 
the  future?  With  the  lost  at  the  Century  Bank  scandal  probe  in  the  DPR 
in  2010,  PD  was  pretty  much  demoralized  as  they  felt  being  betrayed 
by  its  coalition  partners,  but  they  could  not  do  more  to  pimish  them. 
Instead,  PD  must  accept  that  Aburizal  Bakrie  was  put  as  the  daily  co- 
ordinator of  the  Joint  Secretariat  of  the  Government  Coalition  by  Presi- 
dent SBY  in  his  capacity  as  the  patron  of  PD. 

Therefore,  Sitompul  move  could  be  seen  as  a  part  of  strategy  to 
increase  the  morale  and  stature  of  PD  that  was  like  a  political  pariah  in 
2010.  By  declaring  that  PD  was  the  most  ready  and  solid  party  to  con- 
test in  the  next  election,  internally  this  could  boost  confidence  among 
party's  ranks-and-files,  and  externally  this  could  limit  political  maneu- 
vers by  potential  contenders  as  they  would  not  be  dare  to  challenge 
President  SBY's  wife  openly  and  frontally.  Internally,  the  issue  was  also 
important  to  calm  down  increasing  moves  among  different  factions 
in  preparing  a  successor  of  SBY.  As  the  largest  party,  PD  surely  wants 
to  maintain  its  victory  and  this  would  be  easily  achieved  if  PD  could 
already  identify  the  potential  presidential  Candida te(s). 
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President  SBY,  as  usual,  looked  shocked  with  the  statement,  ex- 
pressed his  disagreement,  and  stated  that  he  did  not  have  thought  or 
moreover  a  plan  to  encourage  his  wife  to  run  in  the  next  presidential 
election.  He  asked  PD  politicians  to  stop  the  controversy  as  he  was  ac- 
cused of  being  hypocritical  with  the  idea  of  his  wife  becoming  his  suc- 
cessor. Previously  in  various  occasions.  President  SBY  expressed  his 
concern  with  the  blossoming  of  political  dynasty  in  the  local  elections, 
in  which  the  wife  succeeded  the  husband  as  the  local  leader,  or  the 
family  members  occupied  different  political  offices.  He  even  criticized 
Governor  of  Yogyakarta  Special  Region,  Hamengkubuwono  X,  who 
along  with  majority  of  local  people  wanted  greater  autonomy  from  the 
central  government,  by  stating  that  there  is  no  place  for  monarchy  in 
the  hidonesia's  democratic  system.  Therefore,  the  issue  of  candidacy 
for  the  first  lady  was  a  more  problem  than  calculated  political  move 
for  President  SBY,  though  many  still  believed  that  the  campaign  team 
for  Ibu  Ani  continues  to  be  active  in  preparing  for  the  right  time  to 
officially  launch  this  bid.  God  knows  that  hidonesia  might  have  local 
Evita  Peron  in  the  near  future. 

Minorities  and  Indonesia's  Pluralism  under  Attack 

Just  about  the  noisy  controversy  of  Madame  Yudhoyono's  presidential 
bid  subsided,  Indonesia  was  rocked  with  attacks  on  Ahmadiyah  fol- 
lowers in  Cikesik,  Pandeglang  in  Banten  Province  on  February  6,  and 
then  two  days  later  three  churches  in  Temanggimg  in  Central  Java  were 
destroyed  by  angry  mob.  These  two  incidents  seemed  did  not  occur 
in  isolation,  though  no  connection  could  be  established  so  far.  Attacks 
toward  minorities  also  occurred  in  other  areas,  like  the  attack  towards 
small  Shiite  boarding  school  in  Pasuruan,  the  closure  of  a  Christian 
church  in  Bogor  by  local  Islamic  hardliner  group,  and  the  lenient  sen- 
tences for  Islamic  hard-liners  who  stabbed  Christian  priest  in  Ciketing, 
Bekasi  in  West  Java  Province  last  year.  The  attack  towards  Ahmadiyah 
followers  and  assets  had  intensified  in  the  last  several  years,  altliough 
this  sect  has  been  spreading  in  Indonesia  since  early  1920s.  The  attack  in 
Ciketing  killed  three  Ahmadis  and  five  seriously  injured,  while  incident 
in  Temanggung  caused  injuries  to  some  priest,  teacher,  and  locals. 

The  intensification  of  attacks  toward  Ahmadiyah  could  not  be 
separated  from  the  fact  that  the  government  did  not  guarantee  fully 
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the  rights  to  worsliip  for  religious  followers  in  Indonesia.  Instead  of 
punishing  attackers  and  hard-liner  organizations  like  the  notorious 
Islamic  Defender  Front  (Front  Pembela  Islam/FPI)  or  the  Indonesian 
Holy  Fighter  Assembly  (Majelis  Mujahiddin  Indonesia /MMI),  the 
government  issued  the  joint  ministerial  decree  last  year  on  Ahmadi- 
yah  that  basically  banned  Ahmadis  to  perform  religious  rituals  openly, 
show  identity  in  all  its  assets  and  activities,  and  to  preach  outside  its 
communities.  With  followers  numbered  around  hundred  thousand 
people  scattered  all  over  the  coimtry,  Ahmadiyah  owned  mosques, 
boarding  schools,  and  other  properties  and  assets  that  were  also  aimed 
to  be  seized  by  the  hard-liners.  In  several  areas,  the  local  Indonesian 
Cleric  Assembly  (Majelis  Ulama  Indonesia /MUI)  officials  sent  their 
own  preachers  and  clerics  to  lead  the  weekly  or  even  daily  prayer  of 
the  Ahmadis.  But  Ahmadis  rejected  them  and  continued  to  pray  ac- 
cording to  their  own  ways. 

The  situation  worsened  lately  with  the  issuance  of  governor's  de- 
crees to  strengthen  the^joint  ministerial  decree.  Started  from  East  Java, 
several  provinces  have  already  issued  or  planned  to  issue  a  similar 
decree.  On  the  other  hand,  the  call  from  President  SBY  to  dissolve 
mass  organizations  that  committed  anarchism  and  violence  was  just 
blown  with  the  wind.  No  stern  measures  so  far  from  the  government 
apparatuses  towards  these  hard-liners,  though  FPI  once  threatened 
to  mobilize  people  to  topple  the  SBY  goverrunent  if  the  organization 
would  be  dissolved.  SBY  goverrmient  seemed  powerless  and  toothless 
to  respond  militant  organizations  like  FPI  that  had  involved  in  various 
attacks  toward  night  clubs,  arts,  magazine  office,  and  activists  from 
inter-faith  dialogue  in  the  past. 

In  response  to  such  alarming  trend  on  the  protection  of  minorities 
in  Indonesia,  President  SBY  did  not  dare  to  take  bold  steps.  He  only 
instructed  the  Indonesian  police  to  arrest  all  perpetrators,  but  failed 
to  make  a  strong  signal  that  he  seriously  wanted  to  protect  pluralism 
and  minorities.  Unlike  former  President  Abdurral-iman  Wahid,  who  is 
known  as  the  father  of  pluralism  for  his  staunch  position  to  defend 
minorities.  President  SBY  was  afraid  to  confront  militants  as  he  could 
be  easily  stigmatized  as  anti-Islam.  Although  he  has  no  credential  on 
religious  matter.  President  SBY  should  draw  a  clear  line  between  the 
forces  that  threatened  Indonesia's  pluralism  and  the  rest  who  would 
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like  to  see  religious  harmony  in  the  country.  This  showed  that  Presi- 
dent SBY  had  failed  to  meet  the  basic  managerial  skill  of  an  effective 
leader,  w^hich  is  to  manage  trust.  He  was  chosen  by  more  than  60  per- 
cent of  voters  and  they  gave  trust  to  him  to  rim  the  country  according 
to  the  constitution  which  guarantees  basic  civil  and  political  rights  of 
every  citizen.  But,  he  seemed  to  be  too  accommodative  to  hard-liners 
and  did  not  try  enough  to  ptmish  them  for  their  shameful  and  often 
violent  behavior. 

Lies,  More  Lies,  and  the  SBY  Government:  "Amen" 

In  a  different  front,  when  the  controversy  over  the  nomination  of  Ibu 
Ani  was  still  on  the  high  gear  and  the  investigation  of  Gayus  tax  scan- 
dal case  was  in  a  snail-paced  progress,  a  group  of  religious  leaders 
strongly  criticized  SBY  government  for  committing  18  public  lies  so  far. 
This  criticism  rightly  stabbed  SBY' s  high  morality  claim  as  they  came 
from  noted  religious  leaders  like  the  former  and  the  ciirrent  chairs  of 
Muhammadiyah  organization  Syafii  Ma'arif  and  Din  Syamsuddin, 
foimder  of  the  Indonesian  Conference  on  Religion  and  Peace  (ICRP) 
Djohan  Effendi,  chair  of  the  Communion  of  Indonesian  Churches  (PCI) 
Andreas  Yewangoe,  head  of  the  Indonesian  Coimcil  of  Bishops  (KWI) 
Martinus  Situmorang,  senior  Indonesian  Buddhist  monk  Sri  Pannya- 
varo  Mahathera,  Hindu  priest  I  Nyoman  Udayana  Sangging,  CathoUc 
priest  and  philosopher  Frans  Magnis-Suseno,  and  others. 

In  the  view  of  these  religious  leaders  and  activists  who  supported 
this  moral  movement  to  remind  the  government  of  many  serious  prob- 
lems, the  SBY  government  has  committed  nine  public  lies  in  the  past, 
and  nine  new  public  lies.  The  nine  old  public  lies  included  poverty 
statistics  in  which  government  always  claimed  that  there  have  been  a 
decreasing  number  of  poor  people,  food  and  energy  security  and  in- 
dependence, access  to  basic  needs,  the  fight  against  terrorism,  human 
rights  protection,  education  budget,  adequate  settlement  for  Lapindo 
mudflow  victims  in  East  Java,  case  handling  on  gold  mine  Newmont 
which  was  accused  for  polluting  the  sea,  and  Freeport's  unfulfilled 
contract  renegotiation  promised  in  2006.^  Meanwhile,  tlie  new  public 


2  "Government  TelLs  Lies:  Religions  Lenders,"  T/ic  litkarla  PoM  daily,  January  11,  2011,  http:// 
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lies  were  related  to  issues  on  religious  freedom,  freedom  of  the  press, 
protection  of  migrant  workers,  government  transparency,  the  fights 
against  corruption,  the  handling  of  suspicious  bank  accounts  of  police 
generals,  clean  politics,  handling  of  the  judiciary  mafia  case,  and  the 
Indonesian  sovereignty. 

The  working  committee  that  supported  the  religious  leaders  not- 
ed these  facts:  first,  the  former  police  chief  reported  that  there  were  40 
violent  cases  against  reHgious  minorities  done  by  militant  mass  orga- 
nizations in  2009,  and  then  in  2010  there  were  49  cases  and  specifically 
there  were  33  attacks  in  the  name  of  religion;  second,  the  Indonesian  Le- 
gal Aid  Listitute  on  the  Press  (LBH  Pers)  noted  there  were  56  cases  of 
violent  towards  journalists  in  2009,  but  in  2010  the  figure  increased  to 
56  cases;  third.  President  SBY  once  promised  to  give  cell-phone  to  every 
migrant  worker  as  part  of  their  protection  measures,  but  no  realization; 
fourth,  on  transparency,  the  government  was  accused  of  lying  about  the 
reasons  of  former  Minister  of  Finance  Sri  Mulyani  Indrawati's  resigna- 
tion; fifth.  President  SBY  promised  many  times  to  lead  the  fight  against 
corruption,  but  President  SBY's  statements  that  were  analyzed  by  the 
Indonesian  Corruption  Watch  (ICW)  that  could  be  classified  as  sup- 
porting this  effort  were  only  24  percent;  sixth,  on  the  suspicious  piggy- 
bank  accounts  of  police  generals,  there  was  no  conclusive  investiga- 
tion and  the  cases  were  closed  by  two  police  chiefs;  seventh,  President 
SBY  promised  to  conduct  clean  politics,  but  his  Democratic  Party  per- 
suaded and  put  the  disgraced  former  member  of  election  commission 
Andi  Nurpati  into  its  central  board;  eighth,  the  government  and  police 
chief  promised  to  solve  the  Gayus'  foreign  trips  in  ten  days,  but  no 
significant  progress  after  that  deadline,  and  lastly,  on  the  Indonesian 
sovereignty,  the  government  promised  to  investigate  the  arrest  of  three 
officers  of  the  Maritime  and  Fisheries  Affairs  Ministry  in  Malaysia,  but 
no  report  to  the  public  so  far. 

As  this  criticism  came  from  non-political  actors  who  have  special 
place  in  the  society  due  to  their  moral  and  ethical  authority.  President 
SBY  and  his  cabinet  members  reacted  immaturely.  Eight  days  later  on 
January  18,  President  SBY  invited  religious  leaders  for  a  talk  in  the 
presidential  palace,  but  noted  leaders  like  Syafii  Ma'arif  and  Nahd- 
latul  Ulama  deputy  chair  Sholahuddin  Wahid  refused  to  attend.  The 
meeting  that  was  attended  by  dozens  figures  and  high  ranking  officials 


100 


THE  INDONESIAN  QUARTERLY,  Vol.  39,  No.  1,  2011 


did  not  arrive  to  the  mutual  understanding  as  the  government  officials 
and  President  SBY  himself  tried  to  defend  their  failures  or  mediocre 
performance  on  issues  being  raised  by  religious  leaders.  Even  worse, 
the  Cabinet  Secretary  Dipo  Alam  slammed  religious  leaders'  critics  of 
the  government's  performance  with  a  derogatory  attack  that  they  were 
just  like  "scavenging  black  crows  in  the  skin  of  white  doves."^ 

Forgetting  the  semantics,  did  the  government  commit  to  the  pub- 
He  lie?  Jn  a  bland  word,  public  Ues  are  politically  correct  to  describe  the 
government's  handling  on  those  issues.  Just  like  other  politicians  who 
have  committed  public  lies  as  they  could  not  or  do  not  want  to  ful- 
fill their  campaign  promises,  the  government  and  President  SBY  have 
been  busy  with  pencitraan  or  the  politics  of  image  to  maintain  its  pop- 
ularity. Most  government  policies  did  not  genuinely  aim  to  address 
problems,  but  seemed  like  to  polish  government's  inadequacies  to  de- 
liver public  services  and  public  goods,  and  especially  to  materialize  all 
plans  and  commitments  that  have  been  openly  stated  to  the  public.  It 
is  rather  pathetic  that  the  SBY  leadership  actually  was  the  main  factor 
that  contributed  to  the  worsening  situation  in  Indonesia  as  he  did  not 
govern,  but  he  merely  manage  the  government  with  business-as-usual 
type  of  mentality.  Therefore,  it  is  indeed  imderstood  that  public  resent- 
ment and  disappointment  towards  the  government  and  President  SBY 
must  be  channeled,  and  the  most  authoritative  channel  to  remind  the 
government  is  surely  through  the  voices  of  religious  leaders  who  did 
not  have  direct  political  interests. 

The  imbecile  responses,  like  those  of  Dipo  Alam,  strengthened 
pubUc  concerns  that  there  were  serious  problems  with  how  the  country 
has  been  run.  The  government  and  President  SBY  personally  thought 
they  have  worked  hard,  24-7  most  of  the  time,  with  often  meetings 
on  holidays  to  discuss  solutions  for  people's  problems.  But,  people's 
economic  hardships  remained  high,  and  cases  of  malnutrition,  famine, 
and  other  human  tragedies  occurred  in  many  places.  The  government 
also  claimed  based  on  statistical  data  that  they  succeeded  in  reducing 
poverty,  stating  that  in  latest  figure  there  were  only  31  million  people 


■■'  "Indonesian  Religious  Leaders  Tell  Cabinet  Critic  to  Stop  the  Nonsense,"  Tlw  jakai  ta  Globe  daily, 
February  26,  2011,  http://www.thejakartagIobe.com/home/indonesian-religious-leaders-teH- 
cabinet-critic-to-stop-the-nonsense/425219. 
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live  under  poverty  line.  But,  the  government  also  said  that  there  were 
more  than  70  million  people  who  were  eligible  for  the  rice  program  for 
low-income  earners  and  76.4  million  people  who  were  eligible  for  low- 
income  health  subsidy.  Note  that  the  31  million  figure  is  based  on  the 
macro-level  poverty  measurement  (the  national  poverty  rate)  while 
the  70  and  76.4  million  figures  are  based  on  the  micro-level  poverty 
measurement  for  distribution  purposes  such  as  direct  cash  transfers 
(the  Social  Safety  Net  Program  Data  -  Pendataan  Program  Perlindungan 
Social  or  PPLS  in  2005, 2008)  that  includes  not  only  the  "very  poor"  and 
"poor"  but  also  the  "almost  poor"  (those  who  are  just  above  the  pov- 
erty line).  This  means  that  although  one  may  argue  that  to  say  there  are 
31  million  poor  in  Indonesia  is  not  a  lie,  it  is  not  the  whole  truth  either 
since  the  "almost  poor"  people  are  very  easy  to  fall  below  the  poverty 
line  in  times  of  adverse  economic  shocks.  Therefore,  strong  criticism 
from  religious  leaders  using  the  framework  of  "the  government  has 
committed  public  lies"  is  very  tactical  and  effective  as  a  wake-up  call 
for  the  government  to^  change  their  habit  and  routine  operation.  But, 
it  seems  that  the  goverrmient  is  too  busy  to  defend  its  'achievements' 
and  'good  name,'  and  so  there  will  not  be  any  significant  change  in  the 
near  future. 

The  Anti-Tax  Mafia  and  Cabinet  Reshuffle  Brouhaha 

When  issues  of  presidential  candidate,  religious  attacks,  and  govern- 
ment lies  were  still  boiling,  the  public  must  witness  another  political 
kow-tow  among  elites  that  surely  did  not  affect  to  the  improvement 
of  people's  welfare.  This  was  about  the  establishment  of  tax  inquiry 
special  committee  in  DPR-RI.  Amidst  the  continuation  of  the  inves- 
tigation over  Gayus  tax  scandal  in  which  he  had  committed  bribery, 
giving  false  information,  and  graft,  several  politicians  from  the  Demo- 
cratic Party  initially  submitted  the  proposal  for  the  establishment  of 
tax  inquiry  special  committee  that  was  aimed  to  uncover  tax  mafia  op- 
eration behind  the  Gayus  case  that  implicated  151  big  corporations, 
including  three  giant  coal  mining  corporations  owned  by  Golkar  Party 
chairman  Aburizal  Bakrie.  Then,  politicians  from  the  Golkar  Party  and 
PKS,  two  coalition  members,  became  so  enthusiastic  to  support  the 
proposal.  Suddenly  high  ranking  officials  of  PD  and  President  SBY's 
inner  circle  realized  that  the  special  committee  on  the  anti-tax  mafia 
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could  be  used  by  the  Golkar  Party  as  a  political  laundry  mechanism 
to  clean  up  mistakes  and  fraud  committed  by  Bakrie's  companies.  PD 
bosses  instructed  their  politicians  to  withdraw  the  proposal,  but  other 
politicians  from  Golkar  Party  PKS,  PDIP,  and  Hanura  continued  to 
support  it. 

Consequently,  there  was  a  strong  division  among  coalition  mem- 
bers. While  PD  with  PAN,  PPP,  and  PKB  (though  two  of  its  poUticians 
defecting  to  support  the  proposal  later  on)  were  strongly  against  the 
establishment  of  tax  inquiry  committee,  other  parties  rallied  to  ma- 
terialize it.  For  opposition  parties,  this  inquiry  committee  could  also 
be  used  to  put  more  pressures  and  delegitimizing  factors  on  the  gov- 
ernment that  failed  to  solve  the  tax  scandals.  For  PKS,  the  motive  re- 
mained imclear.  If  the  committee  could  be  materialized,  PKS  might 
be  able  to  use  it  as  a  leverage  to  put  more  pressures  on  President  SBY 
to  accommodate  more  its  interests  if  President  SBY  wanted  to  have  a 
stable  government  until  his  term  ends  in  2014.  The  show-down  among 
coaUtion  members  over  this  proposal  reminded  of  the  coalition  conflict 
in  early  2010  over  the  Century  Bank  scandal  that  troubled  the  govern- 
ment stability. 

In  the  beginning.  President  SBY  responded  the  motion  by  is- 
suing 12  points  of  a  written  presidential  instruction  for  a  swift  and 
measurable  resolution  to  the  Gayus  scandal  that  implicated  officials 
from  various  government  agencies  and  high-ranking  police  officers 
on  January  18.  The  12  tasks  on  the  presidential  instruction  included: 
first,  the  National  Police,  the  Finance  Ministry,  the  Attorney  General's 
Office,  and  the  Law  and  Human  Rights  Ministry  must  speed  up  their 
investigations  into  the  Gayus  case;  second,  improve  sjmergy  between 
law  enforcement  officers  and  other  institutions,  involve  tlie  Financial 
Transaction  Reports  and  Analysis  Center,  the  Corruption  Eradication 
Commission  and  the  Anti-Judicial  Mafia  Taskforce  in  tlie  handling  of 
the  case;  third,  carry  out  a  performance  evaluation  and  audit  of  tlie  fi- 
nancial reports  of  the  institutions  connected  to  the  case;  fourth,  enforce 
the  law  without  exceptions;  fifth,  take  a  reverse  onus  (shift  the  onus  of 
providing  evidence  onto  the  suspect)  as  a  new  approach;  sixtii,  secure 
and  retrieve  funds  and  assets  from  Gayus;  seventh,  sanction  officers 
found  guilty  of  involvement  in  the  case  with  administrative  sanctions, 
including  demotion  and  dismissal;  eightJi,  institutions  involved  in  the 
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case  must  adhere  to  a  one-month  deadline  to  reposition  their  officers; 
ninth,  review  the  current  system  and  repair  any  loopholes  found;  tenth, 
ministers  must  provide  details  about  the  progress  of  the  Gayus  case; 
eleventh,  cabinet  ministers  must  submit  periodical  reports  directly  to 
the  President;  and  lastly,  Vice  President  Boediono  assisted  by  the  Anti- 
Judicial  Mafia  Taskforce  to  monitor  the  implementation  of  the  presi- 
dential instructions. 

The  instructions,  however,  did  not  affect  much  of  the  investiga- 
tion as  all  related  parties  dealing  with  the  case  worked  as  usual,  and 
the  first  coordination  meeting  led  by  Vice  President  Boediono  was  held 
weeks  after  the  issuance  of  the  instruction.  The  deadline  for  reposition 
of  officials  was  ignored  mostly  by  ministers  and  other  high-ranking 
officials,  and  President  SBY  again  did  not  dare  to  enforce  his  authority. 
He  showed  again  how  weak  and  ineffective  was  his  leadership  and 
presidency.  He  did  not  sanction  his  high-ranking  officials  for  their  fail- 
ures to  fulfill  his  official  instruction. 

Therefore,  politicians  saw  his  weaknesses  and  indecisiveness  as  a 
strong  point  to  advance  the  establishment  of  the  tax  inquiry  committee 
to  help  uncover  the  tax  mafia  in  Indonesia.  Though  this  was  a  noble 
effort,  but  inquiry  committee  in  the  DPR-RI  is  a  poUtical  process,  and 
therefore  it  could  be  used  for  political  purposes.  The  showdown  over 
the  establishment  of  a  special  tax  inquiry  committee  culminated  in  the 
voting  during  a  plenary  session.  With  530  out  of  560  DPR-RI  members 
attended  the  session,  the  government  supporters  that  rejected  the  es- 
tablishment of  tax  inquiry  committee  won  the  voting  by  a  mere  two 
votes,  with  266  votes  versus  264  votes  for  those  who  supported  the  tax 
inquiry.  The  politicians  from  Golkar  Party,  PKS,  and  two  PKB  mem- 
bers (Lily  Wahid  and  Effendy  Choirie)  defected  from  their  coalition 
partners,  while  Gerindra  surprisingly  helped  the  government  coalition 
to  win  the  voting. 

The  lost  of  Golkar  Party  and  PKS  in  the  voting  over  the  tax  inqui- 
ry committee  escalated  the  demand  for  the  removal  of  ministers  from 
these  parties.  PD  politicians  strongly  urged  President  SBY  to  punish 
the  defectors  and  give  reward  to  Gerindra  by  giving  it  several  cabi- 
net positions.  President  SBY  himself  have  delayed  cabinet  reshuffle 
though  he  already  received  evaluation  report  of  cabinet  minister  con- 
ducted by  an  official  presidential  team  led  by  Kuntoro  Mangkusub- 
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roto.  Thus,  President  SBY  actually  had  a  real  opportunity  and  reason 
to  conduct  cabinet  reshuffle  for  replacing  incapable  ministers  or  those 
who  were  implicated  with  various  personal  affairs.  But,  he  again  was 
slow  to  make  a  bold  decision,  kistead  of  using  the  moment  to  advance 
his  agenda  for  revitalizing  cabinet,  he  was  busy  with  meetings  with  top 
party  leaders  on  how  to  respond  the  defection  and  problems  within  his 
coalition.  Until  mid-March,  he  still  did  not  make  decision,  arguing  that 
he  did  not  intend  to  conduct  cabinet  reshuffle  and  he  did  not  want  to 
be  dictated  on  using  his  prerogative  rights  to  fire  and  hire  mirusters. 
He  even  promised  to  keep  Golkar  Party  in  the  coalition  after  meeting 
with  Aburizal  Bakrie.  This  surely  caused  disappointment  and  demor- 
alization among  his  loyalists,  as  they  wanted  to  have  a  minimum  win- 
riing  coalition  so  that  their  share  in  cabinet  will  increase. 

President  SBY's  indecisiveness  and  irresoluteness  will  surely 
cause  more  political  problems  in  the  near  future.  With  the  coming  elec- 
tion in  2014  is  approaching  fast  and  more  big  problems  like  the  increas- 
ing global  oil  price  are  imminent,  coalition  will  never  be  stable.  Theo- 
retically, coalition  under  presidential  system  with  two  political  blocks, 
one  in  the  government  and  the  other  one  in  opposition,  defection  will 
always  likely  to  occur.  Opposition  will  always  encourage  defection  to 
put  more  pressures  to  the  government,  while  coalition  members  will 
always  have  coordination  problems  on  how  to  solve  problems  and  to 
share  the  credits.  With  no  clarity  of  responsibility,  it  is  always  easier  for 
PD  to  claim  the  government  success  alone,  while  when  there  are  pro- 
blems, all  coalition  members  must  share  the  burdens.  Therefore,  the 
failure  of  President  SBY  to  punish  defection  this  time  will  not  strengtli- 
en  the  discipline  within  coalition.  In  the  near  future,  similar  rifts  and 
conflicts  will  likely  occur  again. 

Wikileaks:  SBY  Abused  Power? 

Before  the  talks  and  political  moves  related  to  tlie  cabinet  reshuffle 
subsided,  when  President  SBY  was  still  having  headache  to  deal  with 
his  coalition,  two  newspapers  in  Australia  {The  Age  and  Tlie  Si/diiey 
Morning  Herald)  run  reports  based  on  diplomatic  cables  obtained  by 
Wikileaks  on  March  11.*  In  tlie  reports,  SBY  was  accused  of  abusing 


'  "SBY  'Abused  Power',"  The  A^^c,  March  1 1,  2011,  http://www.theage.com.au/world/yudhoyono- 
abused-power-20110311-lbqvvj.html. 


SBY's  Eroded  Presidency 


105 


his  power  in  the  past  to  intervene  in  the  legal  prosecution  of  Taufik  Ki- 
emas,  the  former  first  gentleman  and  currently  the  Speaker  of  People's 
Consultative  Assembly,  in  an  alleged  graft  case  around  infrastructure 
projects  in  several  locations  in  Indonesia  during  the  Megawati  presi- 
dency in  2001-2003.  From  the  cables  from  the  U.S.  diplomats  in  Indo- 
nesia sent  to  the  State  Department,  there  were  also  information  about 
the  excessive  role  of  the  first  lady  as  the  most  influential  person  for 
President  SBY,  that  the  first  lady  tried  to  accumulate  wealth  inappro- 
priately by  setting  up  several  companies  after  SBY  took  office,  and 
other  stories. 

Surprisingly,  the  reports  mentioned  names  from  the  inner  circle 
of  President  SBY  or  a  high  ranking  intelligence  officer  as  the  source  of 
information.  It  is  common  for  diplomats  to  gather  information  from 
various  sources  and  then  report  it  to  their  headquarters.  Therefore, 
the  Wikileaks  documents  opened  up  a  new  front  of  problem  faced  by 
President  SBY,  that  he  now  must  also  deal  with  his  inner  circle.  Upon 
knowing  the  Wikileaks  reports,  he  was  reported  as  shocked  and  in  dis- 
belief. The  first  lady  even  cried  for  such  an  accusation.  President  SBY 
rejected  all  claims.  Foreign  Minister  Marty  Natalegawa  and  other  of- 
ficials also  tried  to  defuse  the  problem  by  rejecting  all  corruption  and 
abuse  of  power  claims.  Similarly,  the  U.S.  ambassador  in  Jakarta  also 
held  press  corvference  regretting  the  reports  while  he  did  not  deny  nor 
confirm  the  information.  But,  as  there  are  more  cables  that  have  not  yet 
reported,  there  might  be  more  turbulences  and  drama  over  the  contro- 
versies of  information  given  by  President  SBY's  inner  circle  to  the  US 
diplomats  in  the  past. 

Whether  SBY  abused  power  or  not  in  the  past,  history  will  tell 
someday.  But,  it  is  always  possible  for  a  president  who  assumed  power 
after  a  turbulent  political  transition  to  intervene  the  legal  system  in 
order  to  prevent  political  instability  or  disharmony.  President  SBY  is  a 
typical  consensual  leader  who  tries  to  keep  political  stability  and  main- 
tain popularity  through  accommodative  politics.  He  does  not  want  to 
be  perceived  as  a  leader  with  ambition  to  take  revenge  for  his  oppo- 
nents. In  the  context  of  Wikileaks  reports,  all  information  given  to  the 
U.S.  diplomats  strengthened  indication  of  many  abuses  in  the  past  or 
problems  with  his  leadership.  Therefore,  it  is  urgent  for  President  SBY 
to  do  damage  control  in  order  to  prevent  his  popularity  and  legitimacy 
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to  fall  down  further.  But  with  his  personality,  it  will  not  be  likely  that 
there  will  be  punishment  for  those  who  betrayed  him  in  the  past  by 
saying  bad  things  about  him  and  his  family  to  the  U.S.  and  might  be  to 
other  diplomats. 

Concluding  Notes 

The  first  quarter  of  2011  was  surely  not  the  good  time  for  President 
SBY,  and  moreover  for  Indonesian  people  in  general.  Politics  was  full 
with  conflict,  betrayal,  insubordination,  and  negligence  that  left  Indo- 
nesian people  to  suffer  from  non-performing  government.  In  societal 
level,  religious  conflicts  and  attacks  toward  minorities  occurred  with 
government  failed  to  perform  its  basic  function  to  protect  society.  Pub- 
lic distrust  and  disappoinhnent  toward  the  SBY  presidency  seemed  to 
increase  day  by  day  as  President  SBY  did  not  have  courage  and  bold- 
ness to  take  stern  measures  to  solve  problems,  to  pimish  defection,  and 
to  sanction  subordinates  who  half-heartedly  follow  his  instructions 
and  directions.  The  critics  from  religious  leaders  and  harsh  responses 
from  government  officials  only  widen  the  gap  between  the  incompe- 
tent government  with  the  public  in  general. 

Political  dynamics  in  the  coming  months  will  not  get  smoother, 
even  if  President  SBY  could  renegotiate  coalition  contract  and  put 
more  clauses  to  prevent  defection.  The  demand  for  cabinet  reshuffle 
will  remain  relevant  for  the  loyalists,  and  thus  President  SBY  must  pre- 
pare for  another  political  game.  The  problem  with  rising  oil  price  that 
threatens  national  budget  will  likely  become  the  time  bomb  that  will 
inflate  internal  rifts  among  coalition  members.  Then,  the  deliberation 
of  political  laws,  especially  on  the  election  law  and  the  structure  and 
position  of  legislative  bodies  that  most  likely  will  put  more  electoral 
burdens  to  medium-size  parties,  like  through  the  increase  of  parlia- 
mentary threshold  and  the  changes  in  the  range  of  district  magnitude 
as  well  as  seat  allocation  procedure,  surely  can  also  cause  problems. 
All  of  these  problems  have  the  same  root  problem,  which  is  the  lack 
of  willingness  and  ability  of  President  SBY  to  use  his  autliority  and 
popular  mandate  to  govern. 


Tightening  Monetary  Policy  amidst 
Inflationary  Pressures 

Pratiwi  Kartika 


Overview 

Indonesian  economy  picked  up  its  growth  reaching  6.1%  in  2010 
following  the  crisis-affected  economic  growth  of  4.6%  in  2009.  The 
2010  economy  was  supported  by  the  high  growths  of  investment  and 
export  (although  net  export  was  negative).  Services  sector  expanded 
faster  than  agriculture  and  manufacturing  sectors  did.  Inflation  rate 
was  climbing  during  2010  and  early  2011.  Price  rose  by  almost  7%  in 
2010.  Given  the  high  inflationary  pressure,  in  February  2011  Bank  of 
Indonesia  raised  the  BI  rate,  the  benchmark  rate,  to  6.75%  after  remain- 
ing at  6.5%  for  18  months.  Financial  market  development  in  the  last 
quarter  of  2010  up  to  the  early  2011  was  influenced  by  internal  and 
external  factors.  Some  of  the  internal  factors  were  fundamental  of  as- 
set prices,  inflation  rate,  and  interest  rate.  The  asset  prices,  which  were 
considered  overvalued  during  the  previous  period  would  induce  a 
decrease  of  stock  prices.  Tendency  of  high  inflationary  pressure  weak- 
ened Rupiah  value  and  IDX  (Indonesian  Composite  Stock  Price  Index) 
but  the  impact  of  the  rising  interest  rate  attracted  more  capital  inflows 
and  thus  strengthening  the  Indonesian  financial  market.  Furthermore, 
some  of  the  external  factors  were  political  turmoil  in  the  Middle  East 
and  its  impact  on  the  world's  oil  price.  These  put  pressures  to  the  stock 
market  performance. 


Pratiwi  Kartika  is  a  research  fellow  at  the  Department  of  Economics,  CSIS. 
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Economic  growth 

After  the  economy  was  backsliding  due  to  the  global  crisis,  record- 
ing GDP  growth  of  4.6%  in  2009,  down  from  6%  in  2008,  the  economic 
growth  resumed  to  6.1%  in  2010.  The  last  quarter  of  2010  reached  as 
high  as  6.9%.  This  growth  figure  may  show  that  Indonesian  economy 
has  weathered  the  global  financial  crisis.  Therefore,  for  2011  the  Indo- 
nesian economy  is  forecasted  to  grow  at  6.0  per  cent  to  6.5  %,  and  at  6.1 
per  cent  to  6.6  per  cent  in  2012. 

In  2009,  when  the  global  economic  crisis  affected  the  nation's 
economy,  household  consumption  and  goverrmient  expenditure  were 
components  of  GDP  which  substantially  grew  while  in  2010  investment 
and  export  (although  net  export  growth  was  negative)  were  the  highly 
expanding  components  (see  Figure  1).  Private  consumption  growth  re- 
mained strong  despite  slightly  weakening,  from  4.9%  in  2009  to  4.6% 
in  2010.  Government  expenditure  grew  by  10.4%  and  15.7%  in  respec- 
tively 2008  and  2009  but  merely  0.3%  in  2010.  Investment  growth  in 

Figure  1  GDP  growth  by  expenditure 
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2009  was  relatively  low  at  3.3%  but  rose  to  8.5%  in  2010.  Export  perfor- 
mance significantly  changed,  it  contracted  by  almost  10%  in  2009  but 
expanded  by  almost  15%  in  2010.  Similarly,  import  declined  by  nearly 
15%  in  2009  but  then  grew  around  17%  in  2010.  The  similar  pattern  of 
export  and  import  is  because  part  of  import  were  raw  materials  used 
in  manufacturing  industry  for  export  purpose. 

As  for  the  structure  of  the  nation's  industry,  in  2010  services  sector 
was  the  best  performer  (see  Figure  2).  Transportation  and  communica- 
tion sector  was  the  fastest  growing  sector  during  the  year.  It  grew  by 
13.5%,  followed  by  the  growth  of  trade,  hotel,  and  restaurant  at  8.7%. 
Agriculture  and  manufacturing  industries  expanded  by  merely  2.9% 
and  4.5%  respectively  although  this  manufacturing  growth  was  higher 
than  the  industry's  growth  in  the  previous  year  at  2.2%. 


Figure  2  GDP  growth  by  industry 
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Inflation 

In  2010,  the  trend  of  inflation  rate  was  shocking;  the  year  recorded 
an  almost  7%  inflation  rate  (see  Figure  3).  November  recorded  an  in- 
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flation  of  0.6%,  making  the  year-on-year  inflation  touched  6.3%.  De- 
cember experienced  0.9%  monthly  inflation.  The  mounting  prices  were 
mosfly  stimulated  by  the  increase  in  food  prices  which  were  caused  by 
the  inefficient  food  distribution  and  unpredictable  weather,  ki  Janu- 
ary 2011  the  inflation  rate  reached  a  21-month  high,  7.02  percent  and 
the  monthly  inflation  was  0.89  percent.  The  main  contributory  factors 
to  January  inflation  were  the  surging  food  prices  which  increased  by 
2.21  percent;  delis,  drinks  and  cigarettes  by  0.49  percent;  clothes  by 
0.15  percent.  Meanwhile,  the  year-on-year  core  inflation  of  the  month 
slowed  to  4.18  percent  fi"om  4.28  percent  in  December  2010.  Neverthe- 
less, in  February  the  headline  inflation  rate  abated  for  the  first  time 
in  four  months.  It  declined  to  0.13  percent,  while  the  annual  headline 
inflation  dropped  to  6.84  percent.  Similarly,  the  February  monflily  core 
inflation  also  softened  to  0.31  percent  from  0.49  percent  in  the  previ- 
ous month.  The  lower  inflation  in  February  was  mainly  caused  by  the 
deflation  in  food  prices,  which  dropped  by  0.33  percent,  as  the  recent 
harvest  of  some  crops  contributed  to  curbing  prices. 

Figure  3  Inflation  Rate 
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Looking  ahead,  the  inflationary  pressure  is  expected  to  ease  in  the 
short  run,  since  the  rice  harvest  season  would  begin  at  the  end  of  Feb- 
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ruary  and  last  through  April.  Nevertheless,  we  still  expect  that  the 
inflation  rate  in  2011  would  surpass  the  target  figure  of  Bank  Indone- 
sia (4-6  percent)  and  Government's  budget  (5.3  percent),  as  the  annual 
core  inflation  tends  to  rise  and  has  indeed  climbed  from  4.18  percent  in 
January  to  4.36  percent  in  February,  the  highest  increase  in  13-months. 
Moreover,  although  the  policy  of  Bank  Indonesia  that  allows  the  ru- 
piah  to  strengthen  would  also  soften  the  inflationary  pressures  coming 
from  imported  inflation,  the  impact  is  likely  to  be  small  as  the  magni- 
tude of  exchange  rate  appreciation  to  date  is  rather  modest. 

In  addition,  the  food  supply  problem  is  not  over  yet,  which  keeps 
expected  future  inflation  high.  According  to  the  Central  Bureau  of 
Statistics'  crop  production  forecast,  rice  output  in  2011  would  increase 
only  slightly  by  1.35  percent,  lower  than  3  percent  recorded  last  year 
and  the  5  percent  experienced  in  a  good  year.  Meanwhile,  the  oil  pric- 
es hike  and  the  impact  of  the  global  commodity  prices  increase  have 
started  to  permeate  local  prices,  as  seen  in  the  hike  in  prices  of  noodles 
and  tofu,  as  well  as  sorne  construction  materials.  If  implemented,  the 
government's  plan  to  cut  subsidized  fuel  sales  would  also  increase  the 
inflationary  pressure,  although  the  government  is  likely  to  delay  its 
implementation  so  as  to  minimize  the  political  and  social  implications 
of  such  a  move.  An  increase  in  the  salary  of  public  servants,  coupled 
with  strong  prospect  of  economic  activities  would  also  create  upward 
pressure  on  prices  in  2011. 

Interest  rate 

The  BI  (Bank  Indonesia)  rate  as  the  policy  rate  is  kept  stable  at 
6.5%  since  the  decrease  in  July  2009.  This  has  brought  the  banks'  net 
interest  margin  to  decrease  only  recently  to  5.75%  in  September  2010 
as  the  lending  rate  has  just  adjusted  (i.e.  decreased)  recently  while  the 
deposit  rate  has  adjusted  awhile  ago  (i.e.  remained  stable  recently)  (see 
Figure  4).  These  adjustments  might  also  explain  the  minor  increase  of 
loan  to  deposit  ratio  (LDR)  during  the  first  three  quarters  of  the  year. 
The  country's  LDR  was  about  78%  in  September.  This,  together  with 
the  rates  in  many  other  Asian  banks,  are  considered  to  be  low  com- 
pared to  the  rates  in  the  U.S.  and  U.K.,  which  exceed  110%.  Therefore, 
the  formulation  of  policy  rate  and  other  monetary  policy  is  important 
in  stimulating  credits  in  the  real  sector. 
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On  February  4^^  2011,  BI  finally  raised  its  key  interest  rate  (BI  rate) 
by  25  bps  to  6.75  percent  to  control  inflation,  after  18  months  staying 
at  6.5%.  This  decision  was  taken  to  anticipate  the  hikes  form  infla- 
tion expectations  from  surging  volatile  food  prices  that  could  further 
raise  core  inflation,  although  core  inflation  in  January  is  still  below  5 
percent.  Instead  of  adjusting  the  benchmark  rate,  previously,  the  cen- 
tral bank  had  also  undertaken  several  measures,  including  higher  re- 
serve requirements  (RR)  for  both  rupiah  and  US  dollar,  the  longer  of 
the  holding  period  of  BI's  promissory  note  (SBI)  for  foreign  investors, 
and  the  extension  on  the  length  of  term  deposits  in  order  to  reduce 
volatility  from  excessive  liquidity  flow.  At  the  beginning  of  March,  BI 
decided  to  keep  the  benchmark  rate  (BI  rate)  at  6.75  percent  due  to  the 
softer  February  inflation  than  the  earlier  month's  rate.  It  seems  that  the 
central  bank's  efforts  are  sufficient  to  tame  inflation,  dampen  capital 
outflows  and  raise  yields  in  the  bond  market.  In  general,  the  interest 
rate  in  Indonesia  is  significantly  higher  than  those  of  the  western  econ- 
omies so  that  Indonesia  has  been  a  recipient  of  large  capital  inflows 
over  the  past  two  years. 

Figure  4  Various  interest  rates 
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Going  forward,  however,  we  expect  that  BI  would  raise  the  bench- 
mark rate,  each  time  by  25  bps  to  reach  7.25-7.5  percent  by  the  end 
of  2011,  as  the  inflationary  pressure  remains.  High  crude  oil  prices. 
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volatile  domestic  food  prices  and  a  plan  to  bar  private  cars  from  using 
subsidized  fuel  are  some  of  the  reasons.  There  are  also  annual  price 
increases  in  June  stemming  from  back  to  school  as  well  as  at  the  begin- 
ning of  the  fasting  month.  On  the  other  hand,  the  rate  increase  is  likely 
to  attract  capital  inflow,  which  in  turn  boosting  the  rupiah  and  help- 
ing to  curb  inflation  from  the  import  side,  although  this  would  also 
increase  the  cost  of  market  sterilization  of  the  central  bank. 

Financial  market 

Rupiah  and  stock  prices  were  weakening  in  November  but 
strengthening  in  December  2010  (see  Figure  5).  During  November,  Ru- 
piah value  was  decreasing  by  around  1.6%  against  US  dollar  and  hido- 
nesia  composite  stock  price  index  (IHSG)  was  declining  by  about  6.4%. 
In  the  first  week  of  the  month,  both  Rupiah  and  IHSG  were  strengthen- 
ing following  the  trend  in  the  earlier  months.  However,  the  country's 
financial  market  was  then  affected  by  the  negative  news  of  the  Ireland 
debt  crisis,  which  strengthened  US  dollar  relative  to  Euro  and  rose 
investors'  concerns  of  the  spread  of  the  crisis  to  a  wider  area.  These 
contributed  to  the  downward  movement  of  IHSG  and  Rupiah  value 

Figure  5  Indonesia  Composite  Stock  Price  Index  (IDX)  and  Rupiah  per  US 
DoUar 
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against  US  dollar.  They  respectively  reached  approximately  3530  and 
Rp  9013  per  USD  at  the  end  of  the  month.  In  December,  Rupiah  and 
stock  prices  are  strenthening.  Rupiah  currency  against  US  dollar  was 
appreciating  around  1%  during  the  month,  staying  at  Rp  8978  per  USD 
at  the  end  of  the  year.  Meanwhile,  IHSG  was  increasing  by  around  2% 
to  3704  on  the  last  trading  day  of  the  year.  As  the  developed  economies 
of  the  US,  Europe  and  Japan  continue  to  struggle  following  the  2008 
global  financial  crisis,  investors  looking  for  higher  returns  turned  to 
emerging  markets  such  as  hidonesia.  This  might  explain  the  increas- 
ing IHSG  and  Rupiah  value. 

Indonesia  Stock  market  was  in  bearish  trend  throughout  January 
2011,  amid  the  negative  sentiment  in  the  regional  market  and  the  grow- 
ing concern  on  moimting  inflationary  pressures.  Investors  question 
how  the  policy  makers  would  respond  to  the  pressures  that  resulted 
in  uncertainty.  The  Indonesian  Composite  Index  (IDX)  dropped  by  10 
percent  since  the  beginning  of  the  month  to  reach  its  lowest  level  of 
the  month  at  3,346  on  January  24*'^.  Looking  forward,  we  expect  that 
Indonesia  stock  and  debt  market  would  continue  to  experience  market 
corrections  or  consolidation  due  to  profit-taking  move,  following  a  44 
percent  increase  in  2010  which  caused  stocks  to  become  "overbought" 
and  hence,  overpriced.  Nevertheless,  we  also  believe  that  this  selling 
pressure  in  the  local  burse  would  be  temporary,  given  the  country's 
strong  economic  prospect  and  the  surging  global  commodities  prices. 

In  line  with  the  declining  trend  in  the  stock  exchange,  the  coim- 
try's  currency  was  also  under  downward  pressure  in  January,  as  con- 
cern over  accelerating  inflation  prompting  foreign  investor  to  shift  tlie 
funds  out  of  the  region  and  Indonesia,  prompting  heavy  selling  of  the 
local  stocks  and  bonds.  Reversing  its  earlier  gain  of  3.6  percent  last 
year,  the  rupiah  fell  1.25  percent  since  the  beginning  of  the  month  to 
reach  its  lowest  level  of  the  month  at  Rp  9,088/US$  on  January  ir'\ 
Since  then,  it  hovered  between  Rp  9,075/US$  and  Rp  9,032/US$. 

The  Indonesia's  composite  index  (IDX)  made  a  mix  movement 
in  February,  battered  by  the  ongoing  political  upheaval  in  tlie  Middle 
East.  After  tumbling  by  2  percent  to  reach  its  lowest  level  at  3373  on 
February  11th,  the  IDX  bounced  back  by  3.8  percent  to  hit  its  liighest 
level  at  3501  on  February  18"\  as  the  concern  over  the  political  crisis  in 
Egypt  eased  and  overseas  investors  pumped  their  funds  back  into  tlie 
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nation's  stock  exchange  to  take  advantage  of  the  country's  favorable 
economic  growth  outlook. 

Since  then,  however,  the  IDX  was  under  downward  pressure 
again  as  the  crisis  in  the  Middle  East  spread  to  other  countries  in  the 
region,  most  notably  Libya.  There  was  a  concern  that  the  soaring  oil 
prices  would  hamper  global  recovery  and  might  lead  to  higher  infla- 
tion worldwide.  Up  to  February  24"",  the  IDX  fell  by  62  points  from  its 
highest  level,  before  closing  at  3,470  by  the  end  of  the  month,  thanks 
to  the  anticipation  of  better-than-expected  news  on  February  inflation 
that  led  the  markets  to  believe  the  benchmark  interest  rate  would  be 
left  unchanged.  On  one  hand,  in  the  short  ri.m,  this  recent  develop- 
ment, coupled  with  the  county's  strong  economic  growth  prospect  and 
the  soaring  global  commodities  prices,  would  be  positive  for  the  Indo- 
nesian stock  and  bond  market.  On  the  other  hand,  strong  inflationary 
pressure  might  prevent  the  markets  from  turning  into  a  bullish  trend. 

The  central  bank,  moreover,  also  actively  intervene  the  exchange 
rate  market  to  supportTupiah  appreciation,  which  helps  to  curb  infla- 
tion from  import  side.  Despite  temporary  corrections  due  to  ongo- 
ing unrest  in  the  Arab  world,  the  rupiah  strengthened  by  2.5  percent 
from  the  begirming  of  the  month  to  reach  Rp8,823/USD,  the  highest 
since  2007,  at  the  end  of  the  month.  Since  the  beginning  of  the  year, 
the  rupiah  has  risen  by  1.7  percent,  and  becoming  the  top  performer 
among  Asia's  10  most-traded  currencies.  Going  forward,  the  rupiah  is 
expected  to  advance  further  as  the  central  bank  tends  to  tolerate  gains 
to  help  contain  inflation. 

Other  Issues 

Increase  in  Provincial  Minimum  Wage 

In  early  2011,  each  of  the  provincial  governments  increased  its  re- 
spective provincial  minimum  wage  {Uipah  Minimum  Provinsi  or  UMP). 
The  central  government  hopes  that  higher  UMP  can  boost  aggregate 
household  spending  as  well  as  creating  a  multiplier  effect  through  in- 
creased economic  activities  and,  as  a  result  increasing  people's  welfare. 
Yet,  it  may  also  lead  to  a  higher  inflation  rate,  especially  if  the  output 
does  not  increase  by  a  one-to-one  match  with  the  wage  increase.  Ac- 
cording to  the  Ministry  of  Labor  and  Transmigration  data,  the  aver- 
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age  increase  of  UMP  in  2011  is  8.69  per  cent  or  around  IDR  1  million 
nationally.  The  highest  increase  occurred  in  West  Papua,  which  rose 
by  around  16.53  per  cent  from  IDR  1.21  million  to  IDR  1.41  million;  fol- 
lowed by  DKI  Jakarta  which  rose  by  15.38  per  cent  to  IDR  1.29  million. 
Meanwhile  Nangroe  Aceh  Darrusalam  (NAD)  has  the  lowest  increase 
in  UMP,  from  IDR  1.3  million  to  IDR  1.35  million  (3.85  per  cent).  Some 
provinces  do  not  set  a  provincial  minimum  wage.  Instead  they  set 
the  lowest  municipality  or  district  minimum  wage  (Upah  Minimimi 
Kecamatan/UMK).  For  example.  Central  Java  Province  sets  the  lowest 
UMK  in  Cilacap  regency  at  IDR  675,000.  h\  addition,  in  line  with  the 
increase  in  UMP,  the  government  also  raised  salaries  for  civil  servants, 
the  Indonesian  National  Army  and  the  Police,  as  well  as  pension  for 
retired  civil  servants,  each  with  10  percent  increase. 

Several  private  sector  players  argued  that  this  increase  will  lead 
to  a  higher  cost  of  production,  particularly  labor  cost  that  will  lead  to  a 
deterioration  of  local  product  competitiveness.  Based  on  manufactur- 
ing data  from  the  Central  Bureau  of  Statistics,  nominal  wage  increased 
by  33  per  cent  from  IDR  876,600  in  March  2005  to  1,165,700  in  March 
2010.  Meanwhile,  workers  productivity  increased  ahnost  double  from 
IDR  257.58  million  in  2005  to  IDR  484.08  million  in  2009.  In  contiast, 
real  wage  experienced  a  significant  decrease  of  around  12.5  per  cent 
from  IDR  277,200  to  IDR  246,400  for  the  same  period.  This  might  be  at- 
tributed to  the  relatively  high  inflation  in  Indonesia;  the  average  infla- 
tion from  2005  to  2010  was  8.5  per  cent,  which  is  still  higher  compared 
to  the  inflation  at  2010  6.96  per  cent.  All  in  all,  the  potential  corrosive  ef- 
fect of  the  increase  in  UMP  can  be  offset  as  long  as  productivity  growth 
increases  and  inflation  is  kept  under  contiol. 

Government  to  Build  Several  Power  Plants  to  Meet  Rising  Demand  for  Energy 

In  an  effort  to  improve  Indonesia's  energy  infrastructure,  the  state 
owned  energy  company,  PT.  PLN,  plans  to  build  two  large-scale  power 
plants  in  Pekanbaru,  Riau  and  Balikpapan,  East  Kalimantan.  The  hvo 
power  plants  will  be  powered  by  steam  energy  and  each  will  have 
2x110  megawatts  of  capacity.  The  combined  cost  of  tiie  two  power 
plants  is  USD  555  million  (IDR  5  trillion).  The  project  is  funded  by  PT. 
PLN  and  the  Regional  Bank  for  Development  Association  {Asosiasi 
Bank  Pembagiman  Daerah  or  Asbanda).  Two  consortiums  between  Chi- 
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nese  and  Indonesian  companies  are  responsible  for  the  construction 
of  the  steam  power  plants.  The  construction  for  the  East  Kalimantan 
steam  power  plant  is  a  joint  effort  by  PT.  Rekayasa  Industri  and  Sino- 
hydro  Co.  Ltd.,  while  for  the  Riau  steam  power  plant  is  a  joint  effort 
by  PT.  Adhi  Karya  and  Hubei  Hongyuan  Power  Engineering  Co.  Ltd. 
Construction  for  the  power  plants  will  begin  in  2011  and  is  expected  to 
complete  in  2013.  The  two  projects  are  parts  of  the  government  plan  to 
provide  10,000  megawatts  to  islands  outside  Java  and  Bali. 

Meanwhile,  the  Ministry  of  Finance  is  currently  reviewing  seven 
bidders  for  a  project  to  build  a  2x1,000  megawatts  power  plant.  The 
project  is  estimated  to  cost  USD  3  billion  and  will  need  54  months  to 
build.  The  tender  for  the  project  will  be  held  sometime  in  January  2011. 
Indonesia's  General  Plan  for  National  Electricity  mentioned  that  to  en- 
sure all  citizens  of  the  coimtry  to  have  electricity  by  2029,  it  needs  an 
investment  of  USD  227  billion  to  build  power  plants,  power  houses, 
transmission  networks,  and  distribution  networks.  The  two  steam 
power  plants  in  Riau  and  East  Kalimantan  are  parts  of  the  first  phase 
of  fast-track  development  plan  that  wiU  run  through  2013.  The  second 
phase  of  the  program  will  commence  in  2011  and  end  in  2014.  A  major 
hurdle  for  the  program  is  the  limited  financing  of  PT.  PLN.  It  is  crucial 
for  the  government  to  acquire  additional  investments  in  the  energy 
sector  so  that  the  supply  of  energy  can  keep  up  with  the  increasing  de- 
mand. Otherwise,  the  Indonesian  public  and  in  particular  the  private 
sector  have  to  endure  scheduled  blackouts,  which  will  adversely  affect 
productivity. 
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